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ELI F. HECKSCHER ¢ 


In seinem 74.Altersjahr ist kiirzlich der Nestor der schwedischen 
Nationalédkonomen und Mitglied des Herausgeber-Gremiums unse- 
rer Zeitschrift, Professor Dr. Eli F. Heckscher, verstorben. Die wis- 
senschaftliche Welt hat den Tod eines Gelehrten von Rang zu be- 
klagen, und die Sozialwissenschaften im besonderen den Verlust ei- 
nes Wirtschaftshistorikers von internationalem Format. 

Heckscher etablierte sich 1905 als Lektor fiir Volkswirtschafts- 
lehre und avancierte 1909 zum Professor fiir Nationalékonomie und 
Statistik an der Universitat Stockholm. Im Jahre 1929 wurde ihm 
der Lehrstuhl fiir Wirtschaftsgeschichte iibertragen, und zugleich er- 
folgte die Ernennung zum Leiter des Instituts fiir Wirtschaftsge- 
schichte an der Universitat Stockholm. H. war Mitglied verschiede- 
ner in- und auslandischer wissenschaftlicher Akademien, Ehrenmit- 
glied der American Economic Association, und wahrend mehrerer Jahre 
prasidierte er die Schwedische Volkswirtschaftliche Gesellschaft. 

Wenn auch Heckschers Hauptinteresse wirtschaftshistorischen 
Studien galt, so hat er seine Kenntnisse doch auch der praktischen 
Wirtschaftspolitik zur Verfiigung gestellt. International ist er dabei 
vor ailem als Vorsitzender des Vélkerbundskomitees iiber Competi- 
tion between Rivers and Railroads in Central Europe (1926-1929) hervor- 
getreten. Seine ausgedehnte publizistische Tatigkeit war vorwiegend 
der Untersuchung der schwedischen Wirtschaftsgeschichte gewid- 
met (siehe z.B. Swedish Economic History, 2 Bde., 1935, 1936; sowie 
Monetary History im Sammelband Sweden, Norway, Denmark and Ice- 
land in the World War, 1930). Dariiber hinaus befaBte sich H. mit 
einer Reihe von historischen Spezialfragen (siehe etwa The Continen- 
tal System, 1922; in schwedischer Sprache: Jndustrialismus, 4. Aufl. 
1948) wie auch mit grundsatzlichen Problemen (siehe z. B. in schwe- 
discher Sprache: Wirtschaft und Geschichte). Sein Hauptwerk jedoch, 
mit dem er sich seinen bleibenden Platz im wirtschaftsgeschichtli- 
chen Schrifttum sicherte, und das seinen wissenschaftlichen Ruf weit 
iiber die Grenzen seines Landes hinaustrug, ist Der Merkantilismus 











(1931). Dieses Werk (das ins Deutsche, Englische, Franzésische und 
Spanische iibersetzt worden ist) bildet noch immer und sicher auf 
lange hinaus die beste Quelle fiir das Studium der 6konomischen 
Verhaltnisse und der Wirtschaftspolitik jener Epoche. 

Kyklos ist dem Dahingeschiedenen zu besonderem Dank verpflich- 
tet. Die Herausgeber betrauern nicht nur den Tod eines angesehe- 
nen Gelehrten und Forschers, sondern sie verlieren in ihm eine auf- 
geschlossene Persénlichkeit, die sich seit Griindung der Zeitschrift 
dafiir eingesetzt hat, sie zu einem internationalen sozialwissenschaft- 
lichen Forum zu gestalten. R.F. 
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AMERICAN ECONOMIC AID TO EUROPE 
IN RETROSPECT 


I 


The Economic Recovery Program terminated legally on June 30, 
1952, and the event may well justify a retrospect over its history, a 
circumspection in the present scene, and a prospective view of the 
future. One striking fact at the outset is the brevity of its history, 
which extended—at least in the form of purely economic aid—over 
a span of little more than two years, from April 1948 to the Com- 
munist aggression in Korea in June 1950. During the balance of 
1950, the Economic Cooperation Administration policy underwent 
revision; by the end of the year ‘“‘economic recovery” gave place to 
“building defense against aggressors” as the announced primary ob- 
jective; and during 1951 authorizations for general-purpose produc- 
tive investments were reduced to 15 per cent of their level in 1950. 
These circumstances reveal how quickly military objectives engulfed 
foreign aid; and the Economic Cooperation Administration expired 
administratively on December 30, 1951, six months before the legal 
termination of the Marshall Plan. Under the Mutual Security Acts 
of 1951 and 1952, all of the economic aid appropriations for Europe 
were designated “for defense support’. 

It would be, of course, possible to exaggerate the contrast between 
subsidies which are, and those which are not, to be regarded as “‘eco- 
nomic’’. As the former Deputy Administrator of the Economic Co- 
operation Administration, Mr. Bissell, has pointed out: ““A market 
basket of U.S. commodities may be transformed, through the ex- 
changes of international trade, into Canadian lumber or Brazilian 
coffee, or it may be transformed by substitution within the receiving 
countries into weapons, workers’ houses or machinery”’’. Further- 
more, much of the “military” aid goes into basic industries, such as 
steel capacity, transportation, and utilities, which increase the gen- 
eral economic strength of the country. But these improvements are, 
for the time being, not destined to increase the flow of product avail- 
able for civilian use. The second of Mr. Bissell’s four general rules 

1. RicHARD M.BissELx, Jr., ‘‘Foreign Aid: What Sort? How Much? How 
Long?” Foreign Affairs, October 1952, pp. 15-38; see especially pp. 21 and 24. 
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for subsidies is that they should be “payments made to finance the 
purchase of particular goods”’’. It would indeed be difficult to ima- 
gine that the military purpose of American aid does not incisively 
determine the proportions of total investment going to this purpose. 

How far had the Economic Recovery Program progressed toward 
its goals before it was superseded by rearmament? In terms of its 
ultimate and more abstract objectives—preventing the spread of 
Communism and restoring free-market economics in the domestic 
and international affairs of the Western European nations—it is im- 
possible to give altogether conclusive answers. Communist represent- 
atives in Parliaments have in general declined, as well as avowed 
Communist party membership and Communist members in the 
labor unions; but Communism still represents a constant threat to 
the stability of governments in Italy and France}. Although the fur- 
therance of the free market economy was one of its avowed aims, the 
Economic Cooperation Administration’s operations through central 
governments tended, on the contrary, to protract direct controls and 
interventions. Latterly there has been a resurgence of monetary and 
fiscal policy and a recession of direct controls and physical planning, 
but this seems to have been a spontaneous movement within Europe. 

An evaluation in terms of proximate, instead of ultimate, objec- 
tives is probably both more conclusive and more illuminating. These 
proximate objectives may be set down as: (1) the increase of production, 
(2) curbing inflation, (3) furthering the economic integration of 
Western Europe, and (4) eliminating the external trade deficit— 
these being the objectives named in 1947 by Sir Oliver Franks’ ex- 
ploratory committee which preceded the Economic Cooperation 
Administration‘. If I may be permitted one really sweeping general- 
ization it would be that the degree of success finally achieved fol- 
lows the order in which these objectives have been named. The Mar- 
shall Plan scored a tremendous success in helping Europe to restore 
production. For a time during 1950 it looked as though it had like- 


2. Ibid., p.35. 

3. GARDNER PATTERSON and Jack N. BEHRMAN, Survey of United States Internation- 
al Finance 1951, International Finance Section, Princeton University, Princeton 
University Press, Princeton, New Jersey, 1952, pp. 51-60. 

4. Committee on European Economic Cooperation, General Report, Department 
of State, Washington, D.C., September 1947. 
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AMERICAN ECONOMIC AID TO EUROPE IN RETROSPECT 5 


wise triumphed over Europe’s dollar problem; but later developments 
have shown this to have been largely illusory. Between the triumph 
of production and the debacle of the foreign deficits, stand in a half- 
way Satisfactory stage the damping of inflation and the steps taken 
toward integration. 


II 


1. That production, and especially industrial production, claimed first 
emphasis and scored the greatest success is not without cause. Where- 
as the other objectives of Marshall Aid required chiefly suitable policies 
rather than resources, the increase of output depended upon where- 
withal. Discussions of appropriate amounts of loans and grants were 
so extended that other forms of aid and of suitable policies on the 
part of the receiving countries to complement the aid were relatively 
neglected. The phenomenal increase of production in the United 
States during the war also offered to Europe an inviting model. 
There was, furthermore, the casuistry which came to be popular in 
Washington particularly in the Treasury toward the end of the war 
that physical production, and not monetary control, was the pri- 
mary requisite for coping with postwar inflations; a casuistry which 
managed somehow to conceal behind its millet-seed truth the im- 
portant fact that money can be produced more rapidly than any- 
thing else. Beside these more or less psychological factors there were 
undoubtedly solid enough reasons for making the Marshall Plan 
primarily an investment program: relatively small investments in 
some industrial plants could put them into working order, eliminat- 
ing certain bottlenecks in some industries could allow other indus- 
tries with underutilized capacity to proceed, manpower reserves 
were available through the increase of population and the influx of 
refugees, etc.5 

However motivated, the investment of $ 11,4 billion in Marshall 
Aid funds to December 30, 1951 was attended by an increase of in- 
dustrial production in the O.E.E.C. countries to 40 per cent above 
prewar (1938) and 65 per cent above 1947, the year preceding the 
program. Against this enormous increase in industrial production 
there are, of course, a number of offsets. Agricultural output increas- 


5. Cf. Bank for International Settlements, Twenty-Second Annual Report, Basle, 
Switzerland, June 9, 1952, pp. 36-37. 
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ed in the aggregate by 10 per cent over prewar but, because of the 
population increase, per capita output was slightly below 1938. Coal 
production failed to realize expected levels. Finally, because E.R.P. 
was primarily an investment program, not all of its fruition had 
reached the consumer: average consumption was somewhat below 
prewar, though the low levels of Austria, Germany, Greece, and 
Turkey largely account for this. From the angle of consumption, the 
E.R.P. represents an “interrupted experiment”’®. But these offsets 
do not deny the extraordinary progress of industrial production 
which, within six years after the end of the war, exceeded the pre- 
war level by */;, whereas after seven years following World War I, 
industrial production had only recouped its prewar level. 


2. With so generally favorable a record in production output, the 
mastery of inflation should have been correspondingly eased. Was it 
perhaps partly an aftermath of Keynes’ 1936 economics that monet- 
ary controls were held in such low esteem during the immediate 
postwar years, and that monetary stability lagged so far behind the 
progress of production? No doubt also welfare undertakings, in- 
flated investment programs, and equalitarian reforms complicated 
the balancing of budgets. But the philosophy of cheap money, how- 
ever appropriate to the *thirties, long outlived its rationale (perhaps 
as a monument to Keynes’ momentary inadvertence in putting the 
word “General” into the title of his book), and rendered monetary 
controls impotent through the continuous monetization of the pub- 
lic debt. Meanwhile even the fiscal weapon against inflation was 
not used as rigorously as either the new or the older economic theory 
would require. 

It does not seem possible to ascribe to the European Recovery 
Program a general and incisive influence over price and currency 
developments. Perhaps the clearest example of a direct influence 
was the easing of pressure upon the cost of living through augmented 
supplies of food in 1948. Over a longer perspective, however, the 
strong rise of wholesale prices in most Western European countries 
in the immediate postwar years eased off into merely creeping infla- 
tion during the pre-Korean period of E.R.P. Marshall Aid imports 


6. Joun H. Wixurams, “End of the Marshall Plan’’, Foreign Affairs, July 1952, 
pp. 593-611. 
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into Europe probably contributed, at least marginally, to damping 
inflationary pressures. In some cases, as for example in the United 
Kingdom, Denmark, Holland and Norway, the use of counterpart 
funds to retire national debt at least offset what otherwise might 
have been a net accretion by so much to the circulating medium. 
Elsewhere, however, in Italy and—for the bulk of counterpart fund 
releases—in Austria and France, where these domestic currency 
resources were allowed to enter as revenue items into the annual 
budgets, the net effect was inflationary’. But counterpart funds were 
usually a small fraction of national budgets, and their effect in either 
direction could easily be counteracted by fiscal or monetary poli- 
cies. 

During the second half of the Marshall Plan, there was a rather 
general recrudescence of central bank control and of monetary or- 
thodoxy. Belgium, Denmark, Italy, and the Netherlands led the way; 
in November 1951 the United Kingdom introduced several meas- 
ures of monetary control and intensified them later, as for example 
by an advance of bank rate to 4 per cent in March 1952; and virtu- 
ally all O.E.E.C. countries have joined in this movement. Thus, 
after nearly twenty years of frozen interest rates, it has in the course 
of the past two years again become the normal practice to utilize the 
well-tried instruments of cost and commercial bank “rationing” of 
credit to combat inflation. While these measures even in conjunc- 
tion with fiscal policy could not, of course, offset the terrific increase 
in the prices of wool, natural rubber and tin in the second half of 
1950 and early 1951, they have contributed to the stability of prices 
on world markets since the second quarter of 1951°. This general 
stability has prevailed despite substantial adjustment of individual 
prices and despite a general movement away from direct commodity 
price controls. 

If the Economic Cooperation Administration can take any credit 
for this particular development in Europe, it would be chiefly 
through an indirect influence which seems to have emanated from 
the first two years of operation of the European Payments Union. 
In contrast with the International Monetary Fund, which has at 
least nominally extensive jurisdictional powers over its members but 

7. B.L.S., op.cit., pp. 50-53. 

8. B.L.S., op.cit., Ch. II, especially pp. 65-67. 
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which has accomplished nothing toward the restoration of a viable 
system of international payments, the Managing Board of E.P.U. 
has merely advisory functions to the O.E.E.C. council but has es- 
tablished a system which has broken the grip of bilateralism upon 
Europe and opened the way for wider spheres of currency convert- 
ibility. But for present purposes the most significant contrast is an- 
other. Whereas the Fund has been practically hamstrung from the 
outset by a foolish clause in its articles which forbids its interference 
in the internal finances of member countries even to the extent of 
requiring balanced budgets as a condition for loans, the E.P.U. 
Managing Board, beginning with the crucial case of the early Ger- 
man deficit, has coupled recommendations for further credits with 
strong programs of financial and economic adjustment. Impressed by 
this example, as Triffin has pointed out, the Netherlands and Den- 
mark “decided to adopt new monetary and fiscal measures of read- 
justment before these were forced upon them by the continued in- 
crease of their deficits in the Union’’?. 

The encouragement given to E.P.U. by the E.C.A. has borne 
fruit in a payments system which recognizes that “‘rules of the game” 
resembling in a general way the rules of the gold standard, are ne- 
cessary to make any system of stable exchange rates operable. From 
this the direct outcome has been what Michael Hoffman calls “a 
growing realism in Europe about the relationship between domestic 
finance and international solvency” *°. Thus the Economic Recovery 
Administration has in a sense worked backwards from the interna- 
tional to the national economies to induce policies of monetary sta- 
bilization. 


3. In emphasizing the role of the European Payments Union in 
furthering the aim of monetary stability, I do not mean to ignore 
its more generally emphasized role in promoting European economic 
integration. But the term “integration” has a chameleon-like quality 
in taking on a particular meaning from different contexts. If Euro- 


g. Ropert TrirFin, Monetary Reconstruction in Europe, International Concilia- 
tion, No. 482, June 1952, Carnegie Endowment for International Peace, New 
York, pp. 293-297. 

10. MicHakEt L. HorrMan, “‘European Payments — An American View,” Lloyds 
Bank Review, July 1952, p. 26. 





pea 
inal 


moi 
dep 
lent 
sen: 
Sta 
abil 
cles, 
cur 
tior 
qui 
obj 
Fur 


of 1 
ism 
Sw: 


cur 


be | 
are. 
lior 
the 
cou 
of i 
the 


har 


of t 
trol 
of t 
ed, 


ropi 
Wi 





- 


n 
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pean integration is to mean principally anti-dollar import discrim- 
ination, it runs the risk, which Jacob Viner has shown to be com- 
mon to all customs unions, of becoming a closed high-cost area, 
dependent upon United States loans or grants until the Greek ca- 
lends. Integration in this sense is certainly contrary to both common 
sense and the proclaimed foreign economic policy of the United 
States. But to the degree to which E.P.U. secures currency transfer- 
ability within Europe by appropriate domestic fiscal and monetary poli- 
cles, it is taking a step toward currency convertibility of European 
currencies vis-a-vis the dollar area. In this event European integra- 
tion, in place of entailing intercontinental disintegration, becomes 
quite compatible with the program of Cordell Hull and with the 
objectives announced by the charter of the International Monetary 
Fund. 

It has been argued that an alternative to E.P.U. in the early part 
of 1950 would have been the immediate abandonment of bilateral- 
ism and exchange control by Belgium, Western Germany, Italy, 
Switzerland and possibly France, which could have formed a hard- 
currency core for Western Europe™. Convertibility in one country 
makes convertibility easier to obtain in another; and we might now 
be farther ahead. E.P.U. deficits of Western Europe with the dollar 
area were, for the half years beginning with July 1950, $ 483 mil- 
lion, $ 853 million, $ 1411 million and about the same amount for 
the first half of 1952". This is not a very impressive record; but of 
course a large part of the difficulty has arisen from the skyrocketing 
of import prices since Korea and, even with the later moderating of 
these prices, from the pressure of military outlays. 

A resumption of full convertibility two years ago by the relatively 
hard currency countries of Europe would probably have forced the 
United Kingdom to introduce measures toward reducing the burden 
of the Overseas Sterling Area and toward domestic monetary con- 
trol which have only latterly been initiated under threat of collapse 
of the whole Sterling system. Had these measures really been induc- 
ed, and had the monetary situations of France, Italy and Western 


11. The best statement of this case has been made by Friepricu A. Lutz, “‘Eu- 
ropdische Wahrungsprobleme,” 1946-1950, Ordo, Jahrbuch fiir die Ordnung von 
Wirtschaft und Gesellschaft, Vierter Band, 1951, pp. 291-343. 

12. MicHAEL HoFFMAN, op.cit., pp. 24-25. 
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Germany been further stabilized, convertibility might have been 
achieved in early 1950. But it is difficult to guess, even in retrospect, 
whether these conditions were realizable. 

Without dwelling upon this alternative longer, one must in fair- 
ness say that the E.P.U. has greatly expanded intra-European trade; 
and, until recently at least, it has done so without increasing discrim- 
inations against the dollar. The effectiveness of E.P.U. is a rebuke 
to the inactivity of the International Monetary Fund. And the re- 
newal of the system on July 1, 1952 with stiffer requirements for the 
settlement of debit balances in gold moves European integration a 
shade farther in the direction of the United States ideal of nondis- 
criminatory trade. Rather belatedly, the Fund has evinced its inter- 
est in the Union by an offer of funds to support its payment-liberal- 
izing operation. 

I will not dwell upon other aspects of European integration such 
as trade liberalization, the simplification of exchange controls, and 
the Schuman Plan, which during the past few months has actually 
set up shop. The pressure of the Economic Cooperation Administra- 
tion probably supplied the initial impulses in these directions, but 
the accomplishments thus far must largely be credited to the O.E. 
E.C. and other indigenous European efforts. 


4. The fourth of the proximate objectives of Marshall Aid was the 
elimination of the balance of payments deficit of Western Europe, part- 
icularly the dollar deficit. Here we encounter the most intractable 
problem, one which—despite the conversion of the dollar deficit 
from § 8.5 billion in 1947 to a small surplus in the second half of 
1950—has in the meantime reappeared with alarming violence. In 
retrospect, in circumspect and in prospect it seems to be the para- 
mount problem of the European economy. Now, while the persist- 
ence of the European deficit presents multifarious facets, I believe 
that we shall come most rapidly to the heart of the matter by con- 
centrating upon the traditional pattern of triangular trade, which 
involved the sale of European manufactured goods to countries in 
Africa and Asia which were able to pay Europe in dollars by selling 
raw materials to the United States. Here we speak of the way in 
which Europe’s deficit in its direct trade with the dollar area was 
covered. 


























A 


Tl 
forth 
trad 
to sa 
price 
of m 
prim 
mate 
prin 
for t 
hitcl 
settl 
the 1 
ed S 

O 
pear 
gooc 
go | 
earn 
proc 
taste 
wer: 
and 
dev 
app 
mar 
Occt 

T 
part 
mal 
in p 
er a 
Eur 
uall 
con 
nal 
nat 

I 





Ew 








AMERICAN ECONOMIC AID TO EUROPE IN RETROSPECT II 


The latest report of the Bank for International Settlements sets 
forth three conditions for the fulfillment of this triangular balancing 
trade which will form a useful rubric for most of what I wish still 
to say 3. First, the European countries must be able to offer effective 
price and product competition with the United States in the export 
of manufactured goods to third countries. Secondly, the overseas 
primary producers must be able tosupply sufficient quantities ofraw 
materials both to Europe and to the United States. And thirdly, the 
primary producers must use their excess of dollar earnings to pay 
for their deficits with Europe. In the postwar scene there have been 
hitches in each of these functional parts; the deficit remaining to be 
settled by the potential triangular trade has been larger than before 
the war; and it has been in fact accomodated in large part by Unit- 
ed States grants and loans. 

Over the longer run I believe that the prospects of effective Euro- 
pean competition with the United States in the sale of manufactured 
goods on world markets may be favorable. Throughout our history, 
go per cent and upwards of our gross national product has been 
earned in the domestic market, and this has oriented our types of 
products, pricing policies and marketing techniques to American 
tastes and incomes; whereas for decades the European colonial po- 
wers have catered to remote markets in Asia, Africa, the Near East 
and Latin America. This long-established know-how for the less 
developed regions represents an advantage which will not soon dis- 
appear; and furthermore, the relative profitability of the domestic 
market in the United States will continue to make it the chief pre- 
occupation of our own manufacturers. 

The handicaps of Western Europe lie partly in postwar inflations, 
partly in the loss of contact with the American and other overseas 
markets in the war and postwar years, and partly in persisting gaps 
in productive capacity and in lagging technological progress. Great- 
er attention to monetary and fiscal policy, now characterizing the 
European scene, will, barring the catastrophe of another war, grad- 
ually bear fruit. Productive efficiency sufficient to restore effective 
competition on world markets, however, still requires time for inter- 
nal adjustments. In the United States since the end of war gross 
national product in real terms has risen parallel to the index of in- 

13. B.LS., op.cit., pp. 148-149. 
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dustrial production, whereas in European countries the increase of 
gross national product in real terms has rather generally amounted 
to about half the rise of industrial output "*. This signifies that the 
European economies have not yet attained internal balance. Agri- 
cultural output still lags considerably behind the recovery of indus- 
try, as does the volume of international trade. Furthermore, food, 
clothing and housing have not shown increases parallel to industry. 
These adjustments require time; but meantime all measures toward 
economic integration, such as the breaking down of bilateralism 
under E.P.U., the liberalizing of import quotas, and the operation 
of the Schuman Plan, etc., should speed the process. 

The second condition for the successful completion of triangular 
trade to cover the European dollar deficit is, it was said, that pri- 
mary producers earn enough on exports to the dollar area to be able 
to pay dollars for their imports of European manufactures. Europe’s 
dollar deficit disappeared rapidly in the second half of 1950 with 
the enormous price-rise in the typical sterling-area raw materials— 
wool, rubber and tin. But in the longer run, it is essential for Europe 
that the primary producers earn their dollars through large volume 
rather than through high prices. Even with the subsequent recession 
of these prices, the terms of trade for Europe in 1952 had moved ad- 
versely by 19 per cent compared with 1947 and 37 per cent compared 
with 1938. Some of the experts on world food supply, such as Colin 
Clark and J.S. Davis believe that we face a protracted period of in- 
creased terms of trade in favor of the world’s primary producers. 
Europe is more highly dependent upon imported foodstuffs and raw 
material than the dollar area, and scarcities of these imports exacer- 
bate the dollar shortage, though the recent voluminous report of the 
President’s Materials Policy Commission shows that the problem of 
scarce natural resources may rapidly become significant for the Unit- 
ed States. 

But these developments largely lie beyond the powers of European 
economic policy. Relief of the world shortage of foodstuffs and other 
raw materials depends upon the restoration of law and order in 
Southeastern Asia, upon population trends in the underdeveloped 

14. B.I.S., op.cit., pp. 42-45. 

15. The President’s Materials Policy Commission, Resources for Freedom, Vol., I 
Washington, D.C., June 1952. 
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world, and upon the speed of economic development. The stake of 
the United States in the development of backward areas has been 
greatly increased by the prospective exhaustion of some of our own 
supplies and by the adverse effect of shortages on Western Europe. 
Not inappropriately is the President’s Commission Report called 
Resources for Freedom. 

The third requisite of the triangular trade to care for Europe’s 
dollar needs is that overseas raw-material producing countries pay 
their dollar earnings for European manufactures. With some coun- 
tries this follows almost automatically. But for Britain, despite her 
large favorable balance with the Overseas Sterling Area since the 
end of the war, so much exports have been unrequited, i.e., paid for 
from existing Sterling balances, and so much capital has escaped 
from Britain into the dollar area by way of the Overseas Sterling 
Area, that—in place of supplying dollars as required by the triang- 
ular trade—the Overseas Sterling Area has, since the end of the war, 
drawn several hundred million more dollars than it has put in”. 
This component of Europe’s dollar shortage can only be solved by the 
United Kingdom, in persuading other members of the Sterling system 
to fund the Sterling balance and to improve their trade balances by 
monetary and other restraints, and in imposing limitations upon capi- 
tal exports from the United Kingdom into the outer Sterling area. 

Part of the recent British dollar deficit is ascribable, however, not 
to the triangular trade but to direct trade with the dollar area. Pro- 
fessor Ely Devons of Manchester University has recently published 
a very revealing analysis of British exports ‘7. Canadian imports from 
the United Kingdom have fallen from 18.3 per cent of the Canadian 
total in 1937-1939 to 10.3 per cent in 1951, while Canadian imports 
from the United States have risen correspondingly. I will not at- 
tempt to diagnose the causes of this development but will rest con- 
tent with Devons’ observation that, while United States export pri- 
ces on manufactured goods have scarcely risen at all since 1949, the 
corresponding British index has risen by 36 per cent, thus completely 
offsetting the devaluation of 1949. 


16. Roy F. Harrop, The Pound Sterling, Essays in International Finance, No. 13, 
International Finance Section, Princeton University, February 1952, pp..17—23. 

17. Ey Devons, ‘Some Aspects of United Kingdom Export Trade’’, Lloyds 
Bank Review, July 1952, pp. 28-45. 
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The prices of manufactured imports from Europe assume an im- 
portance in United States demand which has only very recently 
been revealed in an extensive study just published by the Federal 
Reserve Bank of New York". The results of this analysis agree with 
earlier studies in finding variations in United States real income to 
be the primary determinant of import demand as a whole, and in 
again discovering the price elasticities of imported raw materials to 
be low. But the detailed analysis of price variations by individual 
commodity and country of origin reveals price elasticities for manu- 
JSactured goods between two and three. The postwar decline of United 
States imports of this category is closely correlated with the greater 
rise of foreign export prices compared to competing United States 
goods; and, amongst E.R.P countries, American demand has declined 
most where export prices have risen most. 

Price elasticities of demand for manufactured imports of two and 
three, which have been concealed by the larger aggregates of earlier 
statistical studies, have—needless to say—quite explicit meanings 
for policy. In the words of the New York Federal Reserve Bank 
study, “the countries of Western Europe, which are the main sup- 
pliers of manufactured imports, have ample opportunities to strength- 
en their position in the American market if they pursue policies 
which will permit their exports to compete price-wise (as well as 
quality-wise) with American products” *’. Control of inflation, dis- 
inflation and devaluation thus take on new significance for Europe. 
But this does not deny the importance of reductions in the American 
tariff, which is primarily an anti-European tariff because it is still 
high for the bulk of manufactures and processed agricultural goods. 
Nor does it deny that the expansion of European exports to America, 
even if facilitated by lower prices, would require protracted sales 
effort and time for price, product and selling competition to make 
themselves felt. 


18. JoHn H. ADLER, EUGENE R.SCHLESINGER and EVELYN VAN WESTERBORG, 
The Pattern of United States Import Trade since 1923, Federal Reserve Bank of New 
York, New York, May 1952, 136 pp. 

19. Ibid., p.57. 
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III 


I may seem to wander from the theme of American economic aid to 
Europe. But this would be the case only if American aid is envisaged 
solely in terms of loans and grants. Truly economic aid of this sort 
tapered off rapidly after June 1950. The sum of § 1.02 billion allo- 
cated for “economic” aid for the fiscal year 1953 is fairly rigorously 
earmarked for “defense support’’; and the doubt has been voiced in 
authoritative quarters that “with all the investments being made by 
industry (in Europe) to meet indirect armament needs, any genuine- 
ly economic aid is still being provided’’*’. But if economic aid in the 
form of loans and grants to Europe is to cease—and the Marshall 
Plan, I believe, followed a sound principle in not contemplating an 
indefinite protracting of American gifts—it is essential in our own 
interest that we continue and indeed intensify American aid in the 
sense of creating an economic milieu in which Western Europe can 
not only survive but increase in strength. 

Among the necessary conditions, some have received adequate 
attention from economists; but I have sought to emphasize some of 
the conditions which have suffered neglect. In the former category 
belongs the recognition of the disruptive effects upon foreign coun- 
tries of economic fluctuations in the United States. From the appear- 
ance in 1943 of the Lary volume on The United States in the World 
Economy to the recent United Nations report upon Measures for Inter- 
national Economic Stability, it has been made amply evident that per- 
haps the greatest piece of foreign aid on the part of the United States 
would be to master our own larger swings in employment, output 
and prices. But it is only recently that, having liberated themselves 
from the depression psychology of the thirties, Western European 
countries, and in some measure the United States, have ventured 
again to exploit central bank and other monetary controls in the 
interest of economic stability. 

Again, the discovery of the dominant influence upon imports of 
variations in national income led, for a considerable part of the past 
decade, to what has been called “‘elasticity pessimism” with respect 
to the influence of price. Abstract reasoning and the statistical stud- 


20. B.I.S., op.cit., p.62. 
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ies then current seemed to point to very low price elasticities in the 
demand for Europe’s exports and to condemn these countries to im- 
potence with regard to foreign deficits, whether by disinflation, cost 
reduction by productive improvements, devaluation, or even by the 
lowering of American import duties. Now the evidence begins to 
point the other way, permitting economists and statesmen to believe 
that the shortage of dollars may not, after all, have been ordained 
on one of the early days of Genesis to be one of the permanent fix- 
tures of this fair Earth. 

The promise held forth by the economic integration of Europe was 
certainly not too little proclaimed, particularly in the early days of 
the Economic Cooperation Administration. But initially integration 
was envisaged as a grand operation in planning; and only after the 
dull process of reading through the mutually inconsistent plans of 
the participating countries did the O.E.E.C. abate its preoccupation 
with the possible 3-5 per cent annual planned new increment of 
plant in favor of emphasizing the rational exploitation of the 100 
per cent base of existing equipment. American economic aid to Eu- 
rope has been substantial in the form of supporting the reduction of 
items subject to import quotas, furthering the evolution of a multi- 
lateral payment system, and finally in the rational use of coal and 
steel production facilities. But the movement for integration has been 
slow to recognize that economic regions must attain a fair degree of 
balance-of-payments equilibrium before they can be integrated, and 
that a requisite of external equilibrium is internal equilibrium. Open 
or suppressed inflation has first to be conquered. The integration 
movement has also been slow to recognize that, since external and 
internal equilibria sometimes make precisely opposite demands upon 
an economy, any system of relatively stable exchange rates requires 
large buffers of international means of payment. In practical terms 
this means that currency reserves of European or other countries 
should, contrary to Economic Cooperation Administration practice, 
be regarded in American aid policy as a legitimate investment for 
stability and a workable international system. 

Having worked hard through the O.E.E.C. to break down Euro- 
pean bilateralism and quotas, American aid should now press for 
the attainment of genuine international freedom of payments and 
trade. In this program probably the most essential step is the con- 
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vertibility of the pound sterling. Without this attainment it seems 
probable that the Sterling area will gradually fall apart. 

But, as a recent notable committee of the O.E.E.C. emphasizes, 
the sine qua non for attaining convertibility is adequate domestic 
monetary and fiscal policy’. Direct controls, except as a short-run 
emergency matter, are no substitute because they are disruptive to 
international economic relations, perpetuate disequilibria and in- 
duce inflation. Furthermore, they are protectionist, reduce the vo- 
lume of profitable trade and invite retaliation. In the present age 
of generally inflationary pressures, a crowning achievement of the 
O.E.E.C. would be the restoration of freedom of payments and cur- 
rency convertibility. In the longer run—and it may extend over 
very many decades—the development of the low-income areas of 
the world may prove to be the most potent of all forces making for 
high incomes and employment in the older industrial nations. 





University of California Howarb S. ELLts 
Berkeley, Calif. (U.S. A.) 


SUMMARY 


In building up European industrial output to substantially more than prewar 
levels E.R.P. achieved its greatest success. Agricultural production, coal mining, 
and per capita consumption lag, however, behind the accomplishments of industry. 
Marshall Aid imports helped to combat inflation, not only in the critical food 
shortage of 1948 but also in affording general relief from black market scarcities. 
During the two years of pure economic aid from mid-1948 to the latter half of 
1950, the E.C.A. cannot be ascribed a really incisive influence, however, in mov- 
ing European governments to overcome their lethargy or scepticism regarding 
the monetary attack upon inflation. Greater emphasis was laid upon European 
“integration’’, sometimes in literal senses of the word which seem remote from 
practical realization. Modest beginnings in this direction were made in the liber- 
alizing of quotas. 

Probably the most significant actual accomplishments toward both the mastery 
of inflation and integration in a practical sense came toward the end of the period 
of pure economic aid. Both of these achievements lay in the monetary field: the 
erection of the European Payments Union, for which the driving force was sup- 





21. Report by Working Party No.6 of the Council on the Internal Financial Situation in 
Member Countries of the O.E.E.C. and Associated Countries, mimeographed, Paris, 
June 18, 1952. The membership of this committee: Bresciani-Turoni, Lindahl, 
Marget, Masoin, Robbins, Rueff and Schneider. 
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plied by E.C.A., and the initiation of active monetary control through central 
bank instruments, which seems largely to have been a spontaneous European 
movement. After many years of self-delusion, the western world is gradually re- 
discovering the truth that a workable international payments system cannot exist 
without effective domestic control of inflation. It is also slowly discovering that 
currency convertibility is itself one of the most urgently necessary elements in a 
program of economic integration. 

The most stubborn problem has proven to be the balance of payments deficits 
of most Western European countries, particularly with the dollar area. Interna- 
tional equilibrium requires the restoration of the traditional triangular trade. pat- 
tern. One side of the triangle, the export of European manufactures to the non- 
dollar world, appears to be promising if economic development in underdevel- 
oped areas acquires momentum. Another side, the earning of dollars by primary 
producers to pay, indirectly, for their European imports seems currently to be 
favored by the drift in the terms of trade to the advantage of food and raw ma- 
terials. The final link, that primary producers pay Europe in dollars and not in 
softer currencies, involves—among other things—the mastery of the sterling bal- 
ances problem. Just as in the domestic sphere, the significance of monetary policy 
is currently being enhanced—in the international context—by the discovery of 
the sensitivity of U.S. demand for European exports of manufactures to price 
competition. 


ZUSAMMENFASSUNG 


Der gréBte Erfolg des Marshall-Plans besteht darin, daB die industrielle Produk- 
tion Europas betrachtlich tiber das Vorkriegsniveau gesteigert werden konnte. 
Die Landwirtschaft, der Kohlenbergbau und der Pro-Kopf-Verbrauch bleiben 
jedoch hinter diesem Resultat zuriick. Die ERP-Einfuhren haben nicht nur zur 
Inflationsbekampfung wahrend des Nahrungsmittelmangels im Jahre 1948 bei- 
getragen, sondern auch mitgeholfen, die schwarzen Markte zu beseitigen. Fir die 
zwei Jahre von Mitte 1948 bis zur zweiten Halfte von 1950, als die Hilfe rein wirt- 
schaftlichen Charakter hatte, kann jedoch der ECA keine bedeutende EinfluB- 
nahme auf die europdischen Regierungen zugeschrieben werden, um diese zur 
Uberwindung ihrer Lethargie oder ihres Skeptizismus gegeniiber der Anwendung 
monetarer MaBnahmen zur Inflationsbekampfung zu bewegen. Gr6éBeres Ge- 
wicht wurde auf die europaische « Integration», manchmal in wortlichem Sinne, 
gelegt, die jedoch praktisch nicht realisierbar sein diirfte. Durch die Liberalisie- 
rung von kontingentierten Waren wurden bescheidene Anfange in dieser Rich- 
tung gemacht. 

Gegen Ende der Periode rein wirtschaftlicher Hilfe konnten die wahrscheinlich 
bedeutsamsten Erfolge auf dem Wege der Inflationsbekampfung und der Integra- 
tion (in realistischem Sinne) verzeichnet werden. Beide Erfolge liegen auf mone- 
tarem Gebiet: Die Errichtung der Furopaischen Zahlungsunion, wobei die ECA 
die treibende Kraft war, und die Emleitung einer aktiven Geldpolitik durch die 
Zentralbanken, was anderseits ein spontanes Vorgehen der europaischen Lander 
gewesen zu sein scheint. Nach Jahren der Selbsttauschung gibt sich die westliche 
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Welt allmahlich wieder Rechenschaft dariiber, daB ein internationales Zahlungs- 
system nicht funktionieren kann ohne eine wirksame Kontrolle der Inflation auf 
nationalem Boden. Ebenso wird sich der Westen langsam bewuBt, daB die Kon- 
vertibilitat eines der dringendst notwendigen Elemente in einem Integrations- 
programm ist. 

Als dornigstes Problem erwiesen sich die Zahlungsbilanz-Defizite der meisten 
westeuropaischen Lander, namentlich gegeniiber dem Dollarraum. Vorausset- 
zung eines internationalen Gleichgewichts ist die Wiederherstellung des traditio- 
nellen Dreieckverkehrs. Die eine Seite des Dreiecks, der Export von europaischen 
Fabrikaten nach dem Nicht-Dollargebiet, scheint aussichtsreich zu sein, sofern 
die wirtschaftliche Entwicklung in den unterentwickelten Gebieten einen Auftrieb 
erfahrt. Die zweite Seite des Dreiecks, die Dollareinnahmen der Rohstoffprodu- 
zenten (die indirekt zur Bezahlung der Importe aus Europa dienen), scheinen an- 
haltend begiinstigt zu werden durch die Verschiebung des Realaustauschverhalt- 
nisses zum Vorteil der Nahrungsmittel und Rohstoffe. Das letzte Glied, die Be- 
zahlung der europdischen Lander durch die Rohstoffproduzenten in Dollar und 
nicht in weichen Wahrungen, erfordert u.a. die Lésung des Problems der Ster- 
lingguthaben. Wie auf nationalem Gebiet, so verstarkt sich auch auf internatio- 
naler Ebene die Bedeutung der Geldpolitik als Folge der festgestellten hohen Preis- 
elastizitat der amerikanischen Nachfrage nach europaischen Fabrikaten. 


RESUME 


Le plus grand succés de l’ERP est d’avoir réussi 4 relever l’industrie européenne 
de sorte que la production d’aujourd’hui dépasse de beaucoup celle d’avant- 
guerre. Cependant, la production agricole, celle du charbon et la consommation 
par téte d’habitants sont encore en retard sur l’industrie. Les importations au 
titre de l’aide Marshall ont contribué a la lutte contre l’inflation pendant la pé- 
nurie de denrées alimentaires de 1948, et ont aussi aidé a éliminer le marché noir. 
Pendant les deux ans d’assistance purement économique, c’est-a-dire du milieu de 
1948 au second semestre de 1950, on ne peut toutefois attribuer a l’ECA une nette 
influence sur les gouvernements européens les incitant 4 surmonter leur léthargie 
ou leur scepticisme quant a l’emploi de moyens monétaires contre l’inflation. On 
a surtout propagé l’idée d’une «intégration» européenne — quelquefois méme au 
sens purement littéral du mot — qui semble loin d’étre pratiquement réalisable. 
Il est vrai qu’en libérant certaines marchandises du contingentement, quelques 
modestes progrés furent enregistrés dans cette direction. 

Les progrés probablement les plus importants sur la voie de la lutte contre 
inflation et d’une intégration effective sont survenus vers la fin de la période 
d’aide purement économique. Ils ont été réalisés sur le plan monétaire: d’une part 
la création de l’Union Européenne des Paiements, dont l’ECA fut l’instigateur, et 
d’autre part l’inauguration d’une politique monétaire active des banques cen- 
trales, qui semble avoir été dans une large mesure un mouvement spontané des 
pays européens. Aprés plusieurs années d’illusions, le monde occidental reconnait 
peu a peu qu’un systéme de paiements international ne peut fonctionner sans un 
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contréle efficace de l’inflation dans les différents pays. Il se rend compte aussi (il 
est vrai un peu lentement) que la convertibilité des monnaies est un des éléments 
Jes plus nécessaires 4 un programme d’intégration économique. 

Le probléme le plus épineux consiste dans le fait que les balances de paiements 
de la plupart des pays européens sont déficitaires, tout particuliérement vis-a-vis 
de la zone dollar. Pour l’équilibre international, il est indispensable de réintro- 
duire le systeme d’échange triangulaire traditionnel. Un des cétés du triangle, soit 
les exportations de produits manufacturés européens aux pays en dehors de la 
zone dollar, semble offrir des perspectives avantageuses pour autant que le déve- 
loppement des pays sous-développés aille croissant. Le deuxiéme cété du triangle, 
soit les rentrées de dollars des pays producteurs de matiéres premiéres (qui servent 
indirectement au paiement des importations en provenance d’ Europe), parait étre 
favorisé de fagon continue par une évolution des « terms of trade» a l’avantage des 
denrées alimentaires et des matiéres premiéres. Le dernier cété, soit les paiements 
a l’Europe en dollars et non en monnaies faibles, par les producteurs de matiéres 
premiéres, nécessite entre autres que le probléme des avoirs sterling soit résolu. 
Comme sur le plan national, l’importance de la politique monétaire s’accroit aussi 
sur le plan international, maintenant que |’on a constaté combien la demande 
américaine de produits manufacturés européens est sensible aux prix de ces mar- 
chandises. 
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THE ROLE OF GAME THEORY 
IN ECONOMICS* 


I 


The book, Theory of Games and Economic Behavior’, first appeared eight 
years ago. Since that time many papers and several books have been 
published on game theory. However, most of the work has been of 
a mathematical rather than an economic nature. The theory of 
games has been recognized in its applications to certain military 
problems and much use has been made of the results of certain spe- 
cial ‘‘game situations’’. Several universities in the United States and 
Canada give courses or seminars in game theory in the department 
of mathematics; yet in spite of the title of the major work, few de- 
partments of economics teach game theory, and only the most cur- 
sory of asides or footnotes are accorded it in the textbooks. 

Some reviews* have acclaimed the Theory of Games and Economic 
Behavior as representing one of the great contributions to economics 
of the past fifty years, in fact ranking it as one of the milestones in 
economics. Others have passed the work off as a temporary fad, a 
piece of incomprehensible mathematical playing about with little or 
no application to economics. Except for some of the reviewers and 
a few mathematical economists, it is safe to say that few economists 
have read the book. This article will assume that most people know 
very little about game theory except its existence. It is not unreason- 
able that in a world being flooded with ever-growing streams of pu- 
blication, the mature economist barely has time to keep up with the 
reading in his own and some closely allied fields. If he is not mathe- 
matically trained, it is most doubtful that he will take the time out 


* This research was partially supported by the Office of Naval Research, Con- 
tract N6onr-27009. 

1. J. von NEUMANN and O. MorcEnsTERN, Theory of Games and Economic Behavior, 
Princeton 1944, 224 Rev. Edition 1947. 

2. A.WALD, ‘“‘Theory of Games and Economic Behavior”’, Review of Economic 
Statistics, Vol. XXIX, No.1, Feb. 1947. 

L. Hurwicz, ‘‘The Theory of Economic Behavior”’, American Economic Review, 
Vol. 35, No.5, December 1945. 

J. Marscuak, ‘‘Neumann and Morgenstern’s New Approach to Static Econom- 
ics”, Journal of Political Economy, Vol. 54, No.2, April 1946. 
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to read game theory, especially if he does not even know its worth. 
Although the book can be read by a person who knows little mathe- 
matics, the going would be slow, and in the opinion of this writer, 
somewhat unrewarding for those who do not have the time to do 
more than merely read one book. As it is, the book is not a satis- 
factory work for the ordinary economist, yet the implications behind 
the basic framework of game theory may well be of such sufficiently 
far-reaching nature that no economist can afford to overlook them. 

Professor Morgenstern, in an article in this journal}, three years 
ago discussed certain aspects of the ideas behind games of strategy. 
Several of the reviews mentioned give a good description of the basic 
concepts of move, strategy, imputation and other technical terms. 
There is neither the space available nor the need in this article to 
go over these terms again. The articles are good and the references 
adequate. 

What does the game theory approach offer to economics that is 
not offered elsewhere? It lays bare the fine structure of competitive 
situations in terms of the strategical complex of individual motiva- 
tions working at cross purposes, given specified powers and a speci- 
fied state of information. All this may result in a monstrous compli- 
cation of an apparently simple economic situation and may easily 
indicate that even, if only for computational reasons, an applied 
economic analysis of most real world situations is forced, through the 
very nature of economic theory, to depend heavily upon sociological 
or institutional study. It would not be unreasonable to call game 
theory mathematical-institutional economics. In a sense the circle is 
completed. The institutionalists have veered off in one direction from 
economic theory. The European tradition of keeping economics, law 
and sociology in close relation with each other is an example of this. 
The mathematical economists have veered off in another direction 
and many institutionalists and some of the older “‘theorists” have 
accused them of having completely lost touch with “reality”. With 
game theory there emerges a new sort of mathematics for economics; 
the first reaction is that it is more abstruse and even further removed 
from “reality” than the other mathematical-economics. The con- 
trary is true. The literature of economic theory has been filled in 


3. O. MorGENSTERN, ‘‘Economics and the Theory of Games’’, Kyklos, 1949, 
Fasc. 4. 
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the last twenty years with articles and papers dealing with the prob- 
lems of risk, uncertainty, lack of knowledge, conjectural variation 
hypothesises as to what an opponent will do in reaction to a given 
move. The discussion has been lengthy and to a great extent nebu- 
lous. The nebulousness has been necessary because no one was able 
completely to formulate or find out exactly what problems were in- 
volved. Game theory has managed to analyze the above problems. 
The problems were complex and their correct formulation also hap- 
pens to be complex. Complexity exists in the economic world. The 
refusal of economic theorists to recognize it does not remove it; and 
the refusal of institutionalists to see anything but complexity does 
not remove the possibility that there may be a refined and sophisti- 
cated general theory underlying all the special cases which appear 
to them to make up the whole of economic activity. 

Game theory uncovers the micro-economic structure of the econ- 
omy. It clearly formulates what is the nature and role of informa- 
tion in economic situations. By doing so it offers a general frame- 
work into which the theory of monopoly, monopolistic competition, 
pure competition and work in macro-economic theory can all be 
fitted. It helps to indicate why some situations should naturally be 
expected to yield better to institutional study than to necessarily 
over-complex or over-simplified theoretical constructs. For the latter 
either are too difficult to handle or yield distorted results owing to 
the nature of some of the illegitimate aggregation involved and the 
ommission of important variables. 

There remains the explanation and substantiation of the claims 
made in the last paragraph. The book by von Neumann and Mor- 
genstern examines in minute detail all the logical inferences that 
can be drawn by players in such games as chess, where the game is 
defined, the roles* are known to both sides and the “‘pay-off’’> is 
well defined before the playing of the game. By “pay-off” we mean 
just what one would intuitively expect; the “pay-off” is that which 
is given to all players (a positive or negative quantity for each play- 
er) upon the conclusion of the game. The conclusion of the game 
is well defined. We all know what we mean when we say that a chess 
game is over. It is harder to define the end of an economic situation. 


4. J. von NEUMANN and O. MorGENSTERN, opus cit., p. 49. 
5. J. von NEUMANN and O. MorcGEnsTERN, ibid., pp. 50, 57- 











24 MARTIN SHUBIK 


Although a bridge game is infinitely simpler than a four firm cartel 
problem, the study of the information levels and cross motivations 
in a bridge game indicates some problems that may still be present 
in the more complex case. The careful definition of the game, even 
though the immediately formalized cases are only games played for 
amusement or gambling, is an attempt to give theoretical econo- 
mists the equipment with which to walk before they try to fly. The 
state of oligopoly theory serves to warn us of the dangers involved 
in not adequately understanding the methods of abstraction. Many 
textbooks devote a chapter or so to Cournot and Bertrand, point 
out that their models were inadequate and then go on to erect far 
more complex (see, for instance, Stackelberg’s “indifference curve” 
treatments) and essentially more dangerous models. More danger- 
ous because these models purport to represent “‘reality”’ whereas the 
over-simplified models of Bertrand and Cournot merely enabled one 
to see the results caused by certain simple assumptions concerning 
strategic situations. Cournot probably saw the necessity of creating 
a good abstract model before going on to strive for a semblance of 
institutionally ephemeral “reality”. However, a good abstract model 
is by its very nature the product of a deep realization of the under- 
lying mechanics of a set of actual phenomena. Cournot may have 
had the right approach but he was unable to carry out his abstrac- 
tion in a satisfactory manner. 

A criticism in which the whole point of game theory has been 
totally missed, states that since game theorists cannot as yet com- 
pletely analyse bridge, they cannot expect to use the theory on the 
greater complexities involved in economics. As far as numerical ap- 
plications are concerned, it was found out that when even a simple 
poker game is analyzed, the computational difficulties incurred are 
of such a nature that even with modern computing machinery, the 
sort of poker game played for amusement is too complex to be work- 
ed out mathematically. As has been pointed out above, this does 
not detract from the value of the extra insight given into the nature 
of the problems of competition. 

In the Theory of Games and Economic Behavior the role of the precise 
definition of a game, the structure’ of information available and the 
knowledge of the final pay-offs have all been stressed and explained. 


6. J. von NEUMANN and O. MorGENSTERN, ibid., pp. 55-79. 
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In economic situations people very often do not know all the stra- 
tegic possibilities open to them. It is not uncommon that they do 
not know what the expected “‘pay-offs”’ are; and very often they 
neither have the resources available nor the intelligence necessary 
to obtain or process all the information necessary to play a “‘von 
Neumann and Morgenstern type of game”’ as is done in the book. 
A simple example of this is that the authors point out that chess is 
what is known as an “‘inessential game’. If the two individuals who 
decide to play chess were exceptionally brilliant and were able to 
compute at a fantastic rate, then they would not even bother to play 
chess because once they had decided which color each was to take, 
they then would announce the results of the game as they would 
have worked out all possible positions. (‘This sort of occurrence takes 
place in games such as bridge when a player lays down his whole 
hand and states how many tricks he will be able to take.) Actually 
because no one is sufficiently brilliant and no one can compute at 
the rate required to exhaust all chess positions, chess is still played 
and enjoyed. Owing to the above considerations, it is obvious that 
the book by von Neumann and Morgenstern is not adequate to 
build most models that are of use in economics. However, we have 
passed the stage where their book is all that there is to game theory. 


II 


We suggest titles for three aspects of what we will call, the General 
Theory of Games; they are: the Theory of Cooperative Games, for the 
most part, the book of von Neumann and Morgenstern falls under 
this classification; the Theory of Non-Cooperative Games, work by Nash’, 
and others® and the theory of the two-person zero-sum game fits in 
here; the Theory of Semi-Cooperative Games; little work has been done 
here and our knowledge is not great. The first two titles have been 
used before and were invented by J.F. Nash Jr.; the last one has not 
been used before. The differences between these three subclassifica- 
tions can be looked at in two manners (or some combination of both). 


7. J.F.Nasu Jr., Theory of Non-Cooperative Games, Doctoral thesis, Princeton 
1951. 

8. H.Rairra, Arbitration Schemes for Generalized Two-person Games, Engineering 
Research Institute, University of Michigan, June 1951. 
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Either we can add considerations of differences of availability and cost 
of information and information processing; or we can change or add 
different assumptions concerning motivation. This writer believes that 
the first is the most desirable, however, both will be discussed. 

Cournot points out in his discussion of duopoly that one possible 
solution is that the duopolists collude against the market?; in which 
case a monopoly price will be charged and they will split the pro- 
fits in some manner. He, then, excludes this from his consideration 
and goes on to talk about duopolists who do not collude. Although 
he does not discuss it, at this point a very critical question to eco- 
nomic theory is brought up. Why do these two men not collude? 
Is it because each, though essentially a “homo oeconomicus’”’ be- 
lieves that the costs of collusion are greater than the possible gains as 
compared to a state of competition; or is it because each is intent 
upon maximization of gain subject to the side condition that by his 
very nature as a human being, the competitor is non-cooperative. He 
is willing to get along with less profit rather than to collude. 

If we assume the first, then we can adjust a game theory model 
to it by introducing costs of information. This has been dealt with 
in another paper by this writer’®. We have brought out explicitly 
here the assumption that if it is worth his while the entrepreneur 
will collude, however collusion, organization and knowledge about 
the value of colluding all cost money. Under certain states such as 
low information, collusion apparently may not pay. We see here 
that the economist is touching the shadowy fringes of sociology. This 
was to be expected, because such aspects of economic problems as 
the state of information, cooperation and trust that exist in popula- 
tion, at least have to be recognized and defined explicitly in an 
economic study. This does not mean that economists need to intro- 
duce sociological considerations as variables of their systems. How- 
ever, they are very relevant parameters and as such should be cap- 
able of precise definition. 

If we assume that it is in the nature of individuals to be non-co- 
operative, then the von Neumann and Morgenstern theory does not 


g. A.Cournot, Mathematical Principles of the Theory of Wealth, New York, 1927 
(first published in French, 1838). 

10. M.Suusik, “Information, Theories of Competition and the Theory of 
Games,” Journal of Political Economy, Vol. LX, No.2, April 1952. 
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apply, except for the two-person zero-sum game. When we apply 
non-cooperative game theory to an economic situation, we find that 
much of the information necessary to play a cooperative game be- 
comes unnecessary. An example may help to clarify this. In an N- 
person non-cooperative game, consisting of N producers of a stand- 
ardized good, it does not matter to the players if they do not know 
each others’ cost curves (translated into game terminology, it does 
not matter if every player does not know every other players’ indi- 
vidual pay-off matrix). The players may know them, but if they are 
not going to cooperate, there is very little that they can do with this 
“extra” information. This situation, of course, is what is met with 
in most of the standard treatments of pure competition in economic 
theory. The individual entrepreneur only knows something about 
the aggregate supply or the last price; he has very little in the way 
of detailed information. In an N-person cooperative game it is vital 
that every player knows every other players’ cost-curves (or pay-off 
matrix). The meaning of this can be seen to have been implicitly 
recognized in some of the discussions on cartels. When a cartel dis- 
criminates against a market, the individual firms have to come to- 
gether to decide how they will split up the booty. The division will 
depend to a great extent upon the strength of the various firms which 
is indicated by their cost curves. 


III 


The table below serves as a general framework for the role of game 
theory in economics and the rest of this article will be devoted to 
discussing it: 


General Theory of Games 








Cooperative Games Semi-Cooperative Games Non-Cooperative Games 
Duopoly, Duopsony Oligopoly Monopoly, Monopsony 
Oligopoly Cartel theory Pure competition 
Cartel Theory Cournot, Bertrand 

duopoly 
bilateral Macro-economics 
monopoly 
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(a) The General Theory of Games deals with the precise formulation 
of competitive situations in terms of individual objectives (and the 
resultant interplay and cross-play of desires). This formulation en- 
tails precise description of the “‘strength”’ of each player; the state 
of “information” existing in the game and the method of play. The 
above explanation is, of necessity, rather inadequate because 
the concepts are all quite complex and there is not space in this 
article to go into a lengthy technical discussion. For instance, un- 
der the word “information” comes the need to explain what is 
meant by uncertainty, lack of knowledge of the value of a pay- 
off, lack of knowledge of an opponent’s move, economic indeter- 
minacy and several other hitherto not well-defined vital economic 
factors". 


(b) The Theory of Cooperative Games was the first and still is the 
major work in Game Theory. As has already been mentioned it deals 
with situations where every player is completely informed about the 
pay-off values of the game to every other player and to himself. The 
whole game is amenable to very precise description and thence 
amenable to mathematical analysis. In this sort of game, it is as- 
sumed that players will form coalitions if these coalitions will yield 
a profit. Von Neumann and Morgenstern’s book has shown the tre- 
mendous problems of computation that may arise when dealing 
with games with even as few as four people. A slightly different 
theory of the two-person non-zero sum game has been offered by 
Nash” and a direct application to the theory of duopoly has been 
worked out in an article by Mayberry, Nash and Shubik”. 


It cannot be reiterated sufficiently that the value of the theory of 


games to economics (and for that matter sociology) lies with its abil- 


11. The set-theoretical description of the information state in a game given in 
Ch. II of the Theory of Games and Economic Behavior should be read by every econo- 
mist who realizes the importance of precise definition of subtle concepts to the ad- 
vancement of economic theory. An unpublished article by this writer entitled 
**Information, Risk, Uncertainty and Indeterminacy”’ deals with these features of 
information in more general but less well-defined economic models. 

12. J. F. Nasu Jr., “Theory of Non-cooperative Games”’, Econometrica, Vol. X XI, 
No. I, 1953; 

13. J. P. MayBerry, J. F. Nasu and M. Suusix, ‘‘A Comparison of Treatments 
of a Duopoly Situation’’, Econometrica, Vol. XXI1, No. 1, 1953. 
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ity to formalize vital and subtle concepts. The structure of the new 
mathematical models produced has been, is and probably will be 
most complicated. There is a high probability that very many years 
will elapse before we possess the mathematical techniques, the neces- 
sary data and the computing ability to use game theory to any great 
extent in an applied manner in economics. This, however, is beside 
the point. If the new framework were merely a different vocabulary 
for known ideas and a different set of jargon phrases for concepts 
discussed elsewhere, then if it did not have merits in applicability 
there would be no justification for its existence. The application of 
careful and deep reasoning has been able to resolve paradoxes of 
the nature brought up by Morgenstern in Economic Theory and Perfect 
Foresight'*. The tedious arguments concerning conjectural variation 
hypothesises where each player says “If the other thinks that I think 
that he is going to do so and so, then I will’’—and so on—have been 
solved. The new vocabulary is operational, it classifies and solves 
old difficulties and does not merely rename them. A few words of 
warning are needed here inasmuch as many of the terms used in 
game theory are easy to add to the vocabulary and enable one to 
coat any economic situation with a veneer of game jargon. Words 
such as move, strategy, play, pay-off, side-payment, imputation, 
coalition and rules of the game are only useful through having been 
given very careful definition, yet most of them give the appearance 
of being household words that we have been familiar with for a long 
time. 

Some economists have complained that the whole of game theory 
is invalid because comparable measurable utility has been used for 
the most part. It has been shown that all the theory holds for mere 
orderings on utilities’. If we use orderings on utility, then, for in- 
stance, Edgeworth’s bilateral-monopoly solution can easily be cast 
in terms of a cooperative game. 

Although no applications to actual economic situations have really 
been made as yet, there is hope that the three, four and five person 
non-zero sum games are sufficiently amenable to handling to serve 


14. O. MorGENSTERN, ‘‘Vollkommene Voraussicht und wirtschaftliches Gleich- 
gewicht”’, Zeitschrift fiir Nationalékonomie, Vol. V1, Part 3, 1935. 

15. L.S.SHap.Ley and f.Suusik, ‘Solution of N-Person Games with Ordinal 
Utilities”, Econometrica, Vil. X XI (abstract) 1953. 
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as models for oligopoly’® and cartel models where all players are 
well informed about each other. 


(c) The Theory of Non-cooperative Games makes the basic assumption 
that no form of collusion between competitors exists, it then sets 
about determining “equilibrium points ’”’. These equilibrium points 
can be of stable, unstable or neutral variety and their nature can 
be and, in a limited manner has been discussed" in terms of mass 
behavior. As was pointed out earlier, in non-cooperative games the 
individual participants need to have little information other than a 
knowledge of their own pay-off values. It is possible (although no 
work has been published on it as yet) to cast certain aspects of ma- 
cro-economics into non-cooperative games terms. A propensity to 
invest in the economy can be looked at as the resultant of the many 
individual strategies in a non-cooperative situation. 

The difference between the inessential'? (of which the two-person 
zero-sum is an example) and the essential*®* games treated by von 
Neumann and Morgenstern is that in the former situation the 
desires of the players cannot be aided in any way by the formation 
of coalitions. Hence this class of games can be regarded as non- 
cooperative. In the case of the two-person zero-sum game, the 
von Neumann, Morgenstern solution coincides with the Nash 
solution. 

In the Theory of Games and Economic Behavior the authors show that 
any N-person non-zero sum game can be analyzed as an N + 1 per- 
son zero-sum game with the N + 1th person being “‘Nature’”’ who 
is a fictitious player. Monopoly or Monopsony can be looked at as 
I person non-zero sum games and hence can be analyzed by the 
theory of the two-person zero-sum game (there are other ways of 


16. Possibly the word ‘“‘Oligopoly”’ is being used here with a slightly different 
meaning than is usual. By ‘“‘Oligopoly’’ we not only mean few firms selling, but 
also imply the existence of some level of cooperation. A Cournot-type competitive 
situation among few firms is regarded as a sub-case of pure competition. 

17. J.F.Nasu Jr., ““Equilibrium Points in N-Person Games”’, Proc., National 
Academy of Science, 36 (1950), 48-49. 

18. J. F. Nasu Jr., Theory of Non-cooperative Games, Doctoral thesis, Princeton 
1951. 

19. J. VON NEUMANN and O. MorGENSTERN, opus cit., Pp. 249. 

20. J. VON NEUMANN and O. MorGENSTERN, ibid., p. 249. 
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looking at these problems in game theory”); the results yielded by 
this approach coincide with the standard treatments in economic 
theory. 


(d) Semi-cooperative Games make up a residual category rather than 
a well-worked theory. However, it is in this area that most of the 
interesting and complex economic problems lie. Here we meet with 
situations in which there are groups of players who do not have full 
information about the pay-offs of the other players, but do have a 
fair amount. Collusion, discussion and information costs are high, 
yet they are not so great as to make all coalitions obviously not 
worth while. The number of players is such that they are sufficiently 
interconnected that the move of one will have a noticeable influence 
on the market. The resultant models contain very complex infor- 
mation patterns and require accurate formulation of problems which 
are often more of a sequential testing than game nature. Such things 
as the slot-machine problem crop up: Given two slot machines with 
unknown, but different pay-offs, and given a thousand slugs, how 
should an intelligent individual play the machines? This is the same 
as how much should one pay for information whose vaiue cannot 
be determined until at least some of it has been obtained? The game 
must be studied in the extensive form; period analysis models can 
be looked at as efforts at discussing extensive form models of these 
game situations. The combinatorics of information patterns in actual 
economic situations are such that it becomes fairly obvious that a 
million economic theorists could hardly scratch the surface of the 
store of available special cases. It is because of this that game theory 
tries to bring a warning to those working on oligopoly that, more 
or less, at this stage of the development of economics, one has the 
choice of doing institutional studies or honestly trying to examine 
the abstract basis of general oligopolistic competition. The produc- 
tion of books on theory containing a few special cases and some re- 
ferences to the odd big firm is in this writer’s opinion not enough. 
If a book on oligopoly theory wishes to build up a certain amount 
of special theory for a few types of situations that are felt to be suf- 
ficiently important and permanent to merit special attention, then 
at least a careful institutional and statistical study should be sup- 


21. J. von NEUMANN and O. MorGENSTERN, opus cit., pp. 602-603. 
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plied with every page of theorizing. If not, then more attention 
should be given to laying bare the abstract anatomy of competitive 
situations under varying information conditions. 

Without the work on cooperative and non-cooperative games 
done, we would find ourselves in the troglodyte stage of oligopoly 
in which we have been for many years. At least we now have reach- 
ed the stage in which we can define some of the problems with a 
great amount of clarity and precision. 


IV 


Conclusion: This article has had to be couched in general terms. The 
area of topic to be covered is too large and technical to be done 
justice in such a short space. The great promise that game theory 
shows in applications to organization theory and sociology has not 
been discussed. The purpose was not to act as a primer here, but as 
an information source to economists unaware of the meaning or use 
of game theory, as to what sort of work is being done and why it is 
being done. A note of warning at this point is not out of place. The 
few comments made by some economists on game theory show that 
for the most part the depth and subtlety of the definitions, concepts 
and framework of game theory have been missed; the type of well- 
defined abstract model striven for is not recognized; and the reasons 
why this type of model is looked for are missed. When the true 
nature of a complex problem is realized, it is half conquered. Herein 
lies the strength of game theory. It would be foolish to attempt to 
estimate how long it will take before game theory becomes practical 
in the sense that I.G. Farben or General Motors will want a game 
theorist on their economic planning board; however, the additional 
clarity and insight brought to economic problems of competition or 
collusion will certainly bring deeper understanding to such prob- 
lems as the design of cartel and collusion laws. Work being done of- 
fers the opportunity for the erection of a valuable general theory in 
great areas of economic study where no such theory previously exist- 
ed. 


Princeton University, MartTIN SHUBIK 


Princeton, N. J. (U.S. A.) 
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SUMMARY 


A general discussion concerning the theory of games is given. With game theory 
there emerges a new sort of mathematics for economics which promises to be of 
great use especially in studying micro-economics. The role and structure of infor- 
mation patterns available in economic situations is stressed. It is here that we can 
observe the powerful use to which set theory can be put in economic analysis. 

The work in non-cooperative game theory is mentioned and we observe that an 
N-person non-cooperative game can be set up which yields precisely the same 
results as most standard treatments of pure competition in economic theory. 

Stress is given to the observation that the very nature of the complexities found 
in game theory calls for emphasis on the form of institutions in the actual applica- 
tions of economics to the ‘‘real world’’. The simple assumptions of game theory 
give rise to models with complex results which are indeterminate in the sense that 
the economic motivations put into the models usually are not in themselves suffi- 
cient to determine the imputation of the goods in a society. 

The value of game theoretical concepts as a tool to aid in the formalization of 
many subtle concepts of economics especially the apparent host of paradoxes con- 
cerning ‘‘conjectural variation”’ is noted. 

The article has been couched in general terms because the area of topic to be 
covered is too large, too new, and too replete with technical difficulties to be done 
justice in so small a space. Much of the work done in the last few years has been of 
a mathematical nature and as such is of direct interest to the economist only inas- 
much as it adds to his set of tools. We have attempted to show where the tools may 
eventually be applied profitably, and also attempted to give some information on 
the state of the work and ideas in game theory as applied to economics. 


ZUSAMMENFASSUNG 


Zunachst werden einige allgemeine Erlauterungen tiber die Spieltheorie gegeben. 
Mit dieser Theorie entsteht eine neue Art von Mathematik fiir die Behandlung 
volkswirtschaftlicher Probleme, die besonders in der Mikrodkonomie von gro- 
Bem Nutzen zu sein verspricht. Die Bedeutung und Struktur der in wirtschaft- 
lichen Situationen verfiigbaren Informationen wird hervorgehoben. Gerade hier 
kann die Spieltheorie in der 6konomischen Analyse wirksam angewendet werden. 

Es werden die bisherigen Arbeiten iiber die Spieltheorie unter « nicht-koopera- 
tiven» Bedingungen erwahnt und darauf hingewiesen, daB ein «nicht-koopera- 
tives» Spiel zwischen N Personen durchgefiihrt werden kann, das genau die glei- 
chen Resultate ergibt wie die meisten der tiblichen Behandlungsweisen der reinen 
Konkurrenz in der 6konomischen Theorie. 

Infolge der Natur der Komplexitaten, die in der Spieltheorie angetroffen wer- 
den, sind bei der Anwendung der 6konomischen Analyse auf die «wirkliche Welt» 
die institutionellen Verhaltnisse in besonderem MaBe zu beachten. Die einfachen 
Annahmen der Spieltheorie fiihren zu Modellen mit komplexen Resultaten, die 
in dem Sinne unbestimmt sind, als die 6konomischen Motivationen, die in die 
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Modelle eingebaut wurden, an sich in der Regel nicht ausreichen, um die Auftei- 
lung der Giiter in einer Gesellschaft zu bestimmen. 

Der Wert der spieltheoretischen Begriffe als ein Werkzeug zur Mithilfe bei der 
Formulierung mancher subtiler Vorstellungen der 6konomischen Theorie, na- 
mentlich die scheinbar groBe Zahl von Paradoxen bei «konjekturalen Verande- 
rungen», wird hervorgehoben. 

Der Aufsatz ist allgemein gehalten, weil der Bereich des Themas zu groB, zu 
neu und zu sehr angefiilt ist mit technischen Schwierigkeiten, um ihm im Rah- 
men eines Artikels gerecht zu werden. Viele der Arbeiten der letzten Jahre waren 
mathematisch orientiert und sind deshalb nur insoweit von unmittelbarem Inter- 
esse fiir den Okonomen, als sich dadurch seine Werkzeuge vermehren. Der Autor 
versucht zu zeigen, in welchen Fallen die Werkzeuge eventuell mit Vorteil ange- 
wendet werden kénnen, und einigen AufschluB zu geben iiber den Stand der Ar- 
beiten und der Vorstellungen der Spieltheorie in ihrer Anwendung auf die 6ko- 
nomischen Probleme. 

RESUME 


L’auteur expose d’abord quelques généralités sur la théorie des jeux. Cette théorie 
offre de nouvelles possibilités d’appliquer les mathématiques a la science écono- 
mique, tout particuliérement dans les études «micro-économiques». I] souligne 
le réle et la structure de l’ensemble des informations disponibles dans des situa- 
tions économiques. C’est précisément la que peut s’appliquer efficacement la théo- 
rie des jeux dans l’analyse économique. 

L’auteur mentionne les études concernant la théorie des jeux du type «non- 
coop€ratif» et observe qu’on peut établir un jeux «non-coopératif» de N per- 
sonnes produisant exactement les mémes résultats que la plupart des traitements 
habituels de la libre concurrence en théorie économique. 

Vu la nature des complexités rencontrées dans la théorie des jeux, il faut tenir 
compte tout spécialement de la forme des institutions lorsqu’on applique la théo- 
rie économique au «monde réel». Les hypothéses simples de la théorie des jeux 
donnent naissance a des modéles avec des résultats complexes qui sont indétermi- 
nés en ce sens que les «motivations» économiques introduites dans les modéles ne 
sont pas généralement suffisantes en elles-mémes pour déterminer I’attribution des 
produits dans une société. 

La valeur des concepts de la théorie des jeux en tant qu’instrument aidant a 
formuler de nombreuses conceptions subtiles, notamment l’apparente multitude 
de paradoxes concernant les « variations conjecturales», est soulignée. 

L’article est rédigé en termes généraux, car le sujet est trop vaste, trop nou- 
veau et présente trop de difficultés techniques pour pouvoir étre traité dans le 
cadre d’un article de revue. Une grande partie des études faites ces derniéres 
années revétent un caractére mathématique et c’est pourquoi elles n’ont d’intérét 
direct pour l’économiste que dans la mesure ou elles viennent accroitre le nombre 
de ses instruments d’analyse. L’auteur essaie de démontrer dans quels cas les ins- 
truments pourraient éventuellement étre utilisés avec profit et donne quelques in- 
formations sur ]’état actuel des travaux et sur les conceptions relatives a la théorie 
des jeux appliquée a la science économique. 
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NOUVELLES METHODES 
POUR L’ETUDE DE LA CONJONCTURE 


[suite et fin] 


DEUXIEME PARTIE 


LES METHODES NOUVELLES ET LEURS POSSIBILITES 


La caractéristique essentielle des nouvelles techniques d’observation 
des tendances non chiffrées de l’évolution économique et des com- 
portements est a la fois de donner des résultats utilisables immédiate- 
ment et de rester un instrument fort important méme le jour ot la 
«conjoncture interne» sera tout a fait au point. En effet leur objec- 
tif primordial est de pousser l’investigation dans un domaine ot la 
statistique pénétre mal et de rendre mesurables les phénoménes ex 
ante. 


4. Premier objectif: Devancer et compléter la statistique 


Méme dans les pays ow elle est trés développée, la statistique ne dit 
pas tout. D’abord elle ne peut renseigner que sur des événements 
écoulés: elle arrive aprés coup; elle enregistre le phénoméne écono- 
mique ex post. Pour tout ce qui est «en cours» et pour tout ce qui 
se passe dans les cerveaux (décisions et comportements) il faut trou- 
ver autre chose. L’objectif poursuivi par les méthodes nouvelles est 
de fournir des éléments sur tous ces points: elles y parviennent en 
renongant a la précision d’un renseignement chiffré et en notant la 
tendance ou le sens d’une action prévue, en cours ou tout juste ter- 
minée. 

Méme dans le domaine «ex post», la statistique est souvent tar- 
dive, incomplete, infidéle ou impossible. Certes, de gros efforts ont 
été accomplis partout pour étendre le champ de la statistique et 
hater ses publications. Mais il y a des délais incompressibles et des 
limites qu’on ne saurait dépasser, méme avec un appareil statistique 
parfait: il faudra toujours 15 jours ou 3 semaines pour avoir la sta- 
tistique mensuelle des importations et des exportations, et sans doute 
autant pour connaitre l’indice de la production industrielle. 

Les décalages entre l’événement et la publication des renseigne- 
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ments statistiques le concernant sont extrémement variables. Pour 
décrire par exemple la conjoncture du mois d’octobre, on aura seu- 
lement début novembre la statistique des prix et des wagons char- 
gés, — courant novembre la valeur et le tonnage du commerce exté- 
rieur, un indice provisoire de la production industrielle, quelques 
renseignements sur la commercialisation des récoltes. Bien souvent 
les statistiques plus completes ou plus sires demanderont plusieurs 
mois et c’est peut-étre seulement en janvier ou en février qu’on aura 
l’ensemble des documents chiffrés permettant de connaitre avec pré- 
cision la situation d’octobre (salaires, chiffre d’affaires par branches, 
wagons chargés par catégories de marchandises, etc.). Ainsi, le con- 
joncturiste doit remettre sans cesse son ouvrage sur le métier; il cor- 
rige, révise, compléte, développe ses premiers jugements; et cette 
remise en question permanente, avec ses incertitudes, est le seul 
moyen d’éviter pour lui de transformer son office en «Service Histo- 
rique» de la conjoncture. 

Le premier probléme auquel les méthodes nouvelles ont cherché 
une solution peut donc s’énoncer ainsi: Peut on avoir rapidement et 
en méme temps, tous les éléments nécessaires a un diagnostic? 

Mais il ne suffit pas d’aller plus vite que la statistique; il faut 
aussi aller 1a ot elle ne pénétre que mal ou pas du tout. Voici quel- 
ques exemples: 

Chiffre d’affaires: Rapidement et partout, les administrations fis- 
cales publient leurs recettes fiscales totales; un peu plus tardivement 
leurs recettes fiscales par catégories d’impdts. Mais méme avec les 
recettes fiscales réalisées au titre du chiffre d’affaires on n’a pas en- 
core le meilleur moyen d’appréciation: en effet, en France par exem- 
ple, les recettes d’un mois donné peuvent comprendre des arriérés 
de paiement relatifs au chiffre d’affaires de mois précédents. L’éco- 
nomiste attendra un mois ou plus la statistique sur la matiére impo- 
sable. Or, une enquéte rapide peut lui faire savoir trés vite si le 
chiffre d’affaires effectif de telle ou telle branche est égal, supérieur 
ou inférieur a celui qui est statistiquement connu pour une période 
plus ancienne. 

Stocks: On connait facilement partout les stocks de charbon sur le 
carreau des mines; mais on ignore les stocks de charbon dans les 
entreprises et chez les particuliers. Et pourtant leur variation est un 
facteur fondamental: il y a la des possibilités d’élasticité du méca- 
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nisme économique qu’on sous-estime généralement. On I’a vu en 
France lors de la gréve prolongée des charbonnages il y a quelques 
années: les augures prédisaient l’arrét de toute la production indus- 
trielle. Or, en fait, indice montre qu’en dehors de l’arrét des char- 
bonnages, aucune chute sérieuse ne s’est constatée ailleurs: l’indus- 
trie a pu tourner; et elle l’a fait en consommant plus de 2 millions 
de tonnes de charbon qui étaient parfaitement inconnus. 

Les matiéres en cours de transformation, le «bol alimentaire» de 
l'industrie et les produits finis en cours de distribution (commerce 
de gros et de détail) ne sont pas des constantes, mais varient trés 
largement selon la conjoncture: or, jusqu’ici on ne les saisit pas. Leur 
évolution est cependant, comme nous I’avons plusieurs fois montré, 
un des facteurs décisifs de l’évolution économique frangaise entre 
1946 et 1950. 

De méme les stocks chez les particuliers restent hors d’atteinte 
statistique et pourtant des achats massifs comme ceux de |’été 1950 
aprés le début de la guerre de Corée ont comme effet économique 
de faire de la consommation un phénomeéne discontinu, puisque dans 
les périodes «calmes», le public n’achéte plus et résorbe ses stocks 
des périodes d’inquiétude. La encore il importe d’y voir plus clair. 

Les mémes questions pourraient étre soulevées pour les statistiques 
et la réalité de la production, de l’emploi, du commerce et des trans- 
ports, des investissements, des carnets de commande etc. Dans tous les 
secteurs, il est souvent inutile d’attendre le renseignement chiffré: une 
bonne indication de «tendance», rapidement obtenue, peut suffire. 

Mais il ne s’agit pas ici de faire l’apologie d’une sorte «d’ersatz 
statistique»; les possibilités des nouvelles recherches sont infiniment 
plus étendues. La «statistique sans chiffres», comme on a déja ap- 
pelé avec humour les nouvelles enquétes, apparait comme un moyen 
d’investigation permanent, avec ses qualités propres: en plus de la 
rapidité, elles réalise trois progrés: 

a) La sincérité des personnes interrogées: n’ayant pas de chiffres 
précis 4 fournir, donc n’ayant aucune crainte (concurrence, péna- 
lités, fisc, etc.), elles se confient volontiers. 

b) L’exactitude. Comme le dit le D' Wagner, le savoir du chef d’en- 
treprise précéde la statistique: il sait quels changements importants 
se sont produits dans sa firme, pour la production, l’emploi, les prix, 
la concurrence, etc.; il le sait avant méme que la comptabilité ait 
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donné au centime prés les résultats de la période a étudier. Il peut 
dégager la tendance de l’évolution; et c’est la un avantage décisif pour 
l’économiste. En effet, cette tendance, la statistique ne la lui donne 
pas directement; il lui faudra faire des calculs, corriger des varia- 
tions accidentelles, tenir compte de multiples facteurs. La tendance 
non chiffrée «lisse» la courbe et facilite le diagnostic. Sait-on par 
exemple que dans plusieurs pays l’augmentation de la production 
en janvier n’est qu’apparente et résulte d’artifices comptables (a buts 
fiscaux); sait-on que des variations du commerce extérieur ou des 
faillites sont parfois dues aux vacances du douanier ou du juge? La 
tendance profonde, celle qui compte économiquement, n’est pas 
dans la statistique. « Plus», «égal» ou «moins» prennent alors une 
valeur de synthése que n’ont aucune des autres sources d’informa- 
tion de l’économiste. 

c) La mesure dans le domaine du non mesurable, enfin, peut sans 
le moindre paradoxe étre envisagée: on I’a vu il y a un instant pour 
les stocks. L’enquéte italienne révéle un autre exemple significatif: 
une question y vise les rapports entre ouvriers et direction de la 
firme (bons, normaux, mauvais). La répartition des réponses entre 
les trois catégories, en pourcentages du total, introduit un élément 
de mesure dans un domaine purement qualitatif; la série ainsi éla- 
borée a un intérét considérable non seulement au titre de la prévi- 
sion des heures perdues pour faits de gréve, mais pour les tendances 
probables de la production, des salaires, etc. 

Mais l'étude des tendances va encore plus loin lorsqu’elle cherche 
a mesurer les comportements: 


5. Deuxiéme objectif: Saisir les phénoménes ex ante 


Trop longtemps les «facteurs psychologiques» ont été pour I’écono- 
miste un moyen commode d’éluder les véritables problémes: telle 
ou telle loi économique était-elle mise en défaut par les faits? Pas 
étonnant, répondait-on, les facteurs psychologiques ont joué. Véri- 
table bric a brac de l’inexplicable, ces facteurs psychologiques doi- 
vent étre aujourd’hui une piéce fondamentale de nos essais d’expli- 
cation. La théorie économique nous en fournit déja les moyens; les 
progrés actuels de la conjoncture doivent justement permettre de 
passer de la théorie a l'économie appliquée. 
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Le point de départ de toute analyse conjoncturelle doit étre que 
les décisions des agents économiques (qu’il s’agisse des chefs d’entre- 
prise, des particuliers ou de l’Etat) sont beaucoup plus importantes 
pour préfigurer l’avenir économique que I’enregistrement statisti- 
que des résultats de la période écoulée. La situation économique 
francaise de demain ne s’explique pas seulement par celle d’hier, 
mais aussi par ce que les Frangais ont en téte: la situation de demain 
est fonction non seulement de ce qui se passe en fait, mais de la 
fagon (exacte ou fausse) dont les Frangais apprécient cette situation 
et prennent leurs décisions. 

L’étude de ces décisions ou, dans un sens plus large, des compor- 
tements des unités économiques de toutes dimensions (individu, fa- 
mille, firme, commune, région, groupe professionnel, syndicat, Etat, 
communauté internationale) doit avoir une place au moins égale a 
celle de l'étude statistique du passé. La psychologie économique de- 
vient une des branches du métier d’économiste, avec, a la limite, la 
psychiatrie (lorsque certains phénoménes comme l’inflation défor- 
ment complétement la mentalité des agents économiques). 

Les fluctuations des comportements obéissent a des régularités 
que seule une patiente observation permettra de découvrir; on sait 
déja qu’il existe des «centres» ot ces comportements sont plus sen- 
sibles que d’autres a l’action de tel ou tel phénoméne; on sait aussi 
que certains autres «centres» sont déterminants et entrainent le 
mouvement d’ensembles trés vastes; on sait moins l’élasticité du 
corps économique due au changement de climat, changement qui 
peut étre brusque ou au contraire lent. 

Si, en appliquant leurs systémes d’équations 4 une année déja 
connue dans ses résultats, nos collégues américains ont pu trouver 
que la production effectivement réalisée n’aurait pu l’étre qu’avec 
des investissements trois fois supérieurs 4 ceux qui ont été faits — un 
tel écart n’est pas apparu seulement par suite de l’ imperfection des 
formules ou par suite des omissions de la statistique; il est di, semble- 
t-il, 4 action de facteurs restés jusqu’ici en dehors du domaine du 
mesurable; ont joué un role les accroissements de production dus a 
une rationalisation sans investissements nouveaux, |’emploi différent 
de certains facteurs de production, l'utilisation simultanée de ma- 
chines anciennes (théoriquement sorties du processus économique 
par suite du renouvellement) et de machines nouvelles, un rythme 
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différent du travail. Mais le secret de toutes ces actions se trouvait 
sans aucun doute dans les décisions des agents économiques qui, en 
présence de certaines données, d’emploi, d’investissements, de de- 
mandes, ont ajusté au mieux les variables sur lesquelles il leur était 
possible d’agir. 

Nous sommes loin du «business cycle» au sens strict du terme, 
et plutdt que de rechercher si, derriére la réalité, il existe une sorte 
de mouvement d’aller et de retour régulier et inéluctable, l’écono- 
miste s’oriente vers l’enregistrement des fluctuations de toutes sor- 
tes, les unes longues, les autres courtes qui résultent des actions et 
réactions réciproques des agents et du milieu, fluctuations trés dif- 
férentes selon d’une part les moyens matériels mis en ceuvre (den- 
sité capitalistique et degré d’équipement — monoactivité ou pluri- 
activité, etc.), selon d’autre part la puissance, la grandeur et la vi- 
gueur des agents économiques. La dimension des unités économi- 
ques est a cet égard décisive: selon que les centres de décision ap- 
partiennent a une multitude ou a quelques grandes unités monopo- 
listiques ou étatiques, la nature de la fluctuation ou de l’adjuste- 
ment change. 

Ainsi congue, la conjoncture — ou l’observation économique, pour 
employer une expression plus adéquate — apparait bien différente 
de ce qu’elle était a lorigine. Longtemps considérée comme une 
réaction violente contre les exagérations de l’abstraction (a Harvard 
par exemple entre les deux guerres), elle apparait plut6t aujourd’hui 
comme un banc d’essai pour les théories; comme un retour 4 la réa- 
lité aprés le fructueux détour de la simplification théorique, comme 
un pont entre les régularités de l’explication pure et les mesures — 
statistiques ou non — de la vie réelle. 

Dans ce climat, le conjoncturiste n’est plus le défenseur hargneux 
d’une prétendue méthode positive ni le client exclusif du statisti- 
cien; il puise dans l’acquit théorique et se préoccupe de transposer 
sur son terrain les mécanismes, les symboles abstraits en méme temps 
qu'il déborde la statistique par de nouvelles méthodes d’observa- 
tion dont la force de suggestion peut étre a lorigine de nouveaux 
progrés théoriques. 

On le comprendra plus facilement aprés l’°examen des divers pro- 
cédés actuellement utilisés. 
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6. Le test conjoncturel de Munich 


L’« Institut fiir Wirtschaftsforschung» de Munich effectue depuis 
le début de 1950 une observation systématique de l’évolution écono- 
mique sur certains marchés et dans certaines branches de produc- 
tion au moyen d’une enquéte qui, comme 4a Paris et 4 Rome, ne 
porte sur aucune donnée statistique. Le chef d’entreprise répond a 
un questionnaire par une simple indication de tendance (une croix 
dans un rectangle: augmentation, stabilité ou recul). Comme le fait 
remarquer le D® Langeliitke’, c’est plutdt le savoir et le jugement 
d’un certain nombre de personnalités représentatives des activités 
économiques qui font l’objet du sondage sur les tendances. On cher- 
che a enregistrer le résultat de l’expérience du chef d’entreprise 
avant méme qu’il ait pu établir les documents comptables ou sta- 
tistiques. Le questionnaire, divisé en trois parties, appelle des ré- 
ponses: 

a) sur le mois écoulé (la réponse est demandée dans les tout pre- 
miers jours du mois suivant), 

b) sur les perspectives d’évolution au cours des deux prochains 
mois. 

Des questions supplémentaires, variant dans chaque enquéte (sur 
les investissements, la structure des coats, etc.) font l’objet de la troi- 
siéme partie. 

Le questionnaire est envoyé par la poste (pour des raisons prati- 
ques l'Institut a renoncé a un sondage par interview); il ne com- 
porte qu’une seule page. Selon ses auteurs, il a les caractéristiques 
suivantes: pouvoir étre rempli en quelques minutes; ne pas dépasser 
la sphére d’expérience du chef d’entreprise; se rapporter a des mar- 
chandises concrétes; permettre un dépouillement rapide grace au- 
quel les tableaux synthétiques peuvent étre envoyés a tous les inté- 
ressés environ 15 jours aprés le début de l’enquéte. 

Plus de 4000 firmes de l'industrie, du commerce de gros et du com- 
merce de détail participent chaque mois a cette recherche qui vise 
128 produits industriels, 35 marchandises du commerce de détail et 
50 marchandises au stade du gros. On estime que le test conjonc- 
turel de Munich est représentatif d’environ go % des industries alle- 


7. H. LANGELUTKE und W. Marguarpt, « Das Konjunkturtestverfahren», All- 
gemeines Statistisches Archiv, Miinchen, III 1951. 
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mandes de biens de consommation et de 60 % des industries de biens 
d’investissement: il n’a pas paru en effet utile de procéder a l’en- 
quéte dans les grandes industries de base ot la tendance peut étre 
connue par d’autres moyens. 

L’évolution par rapport au mois précédent fait objet des ques- 
tions suivantes. 


pour l’industrie: 
production 
approvisionnement en matiéres premiéres 
demande (carnet de commandes, intérieur et étranger) 
mouvement des stocks 
état des stocks 
emploi 
temps de travail quotidien 
prix de vente 


pour le commerce de gros: 


transactions dans le pays 
exportations 

approvisionnement en marchandises 
importations 

stocks 

commandes de marchandises 

prix d’achat 

prix a l’importation 

prix de vente 

créances 


pour le commerce de détail: 
transactions (ventes) 
approvisionnement 
stocks 
commandes de marchandises 
prix d’achat 
prix de vente 
ventes a crédit 


Les prévisions pour les deux mois a venir portent approximative- 
ment sur les mémes postes. 

Le test conjoncturel a été particuliérement bien accueilli et les 
réponses sont réguliéres et rapides. Les refus de répondre sont rares; 
l'Institut de Munich s’enorgueillit au contraire, a juste titre, de let- 
tres d’industriels protestant parce qu’on ne les avait pas interrogés. 
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Nous avons pu d’ailleurs faire la méme expérience a Paris, lors des 
enquétes qui seront décrites plus loin et pour lesquelles, fait ignoré 
en statistique, des volontaires se proposent quelquefois. 

I] n’y a pas en effet que la simplicité du questionnaire, son anony- 
mat et sa «neutralité» a l’égard des administrations et du fisc sur- 
tout; — il y a aussi les résultats de l’enquéte qui intéressent vivement 
les participants: ceux-ci sont assurés de recevoir les tableaux synop- 
tiques qui leur permettent de se situer par rapport 4 l’ensemble de 
leur branche et de connaitre la situation chez leurs fournisseurs aussi 
bien que chez leurs clients. 

L’enquéte de Munich fait l’objet d’une publication mensuelle 
sous forme de tableaux de couleur: 4 chaque question correspond 
un rectangle dans lequel des bandes verticales, rose, blanche ou 
bleue, indiquent l’importance respective des réponses «augmenta- 
tion» (rose), «stabilité» (blanc), «diminution» (bleu). Le «miroir 
conjoncturel» indique ainsi le sens de l’évolution (et non pas la gran- 
deur absolue des modifications intervenues dans la production, les 
prix, etc.). 

La présentation la plus habituelle se fait par branches d’activité; 
mais I’Institut de Munich a souvent regroupé les résultats pour un 
méme produit aux différents stades de la production et du com- 
merce (on apercoit ainsi des décalages d’évolution trés suggestifs 
entre les stades et on peut suivre la propagation de certains mouve- 
ments, du consommateur au producteur ou a l’inverse — recherches 
qui, jusqu’ici, étaient sinon impossibles tout au moins peu systéma- 
tiques). On peut aussi publier a la suite les rectangles relatifs 4 une 
méme branche pendant les douze mois de l’année et avoir ainsi une 
idée nette de la tendance et de ses changements. 

Divers procédés ont été mis en ceuvre pour confronter les résul- 
tats de l’enquéte (situation du mois écoulé et perspectives) et les 
données statistiques obtenues ultérieurement. Nous ne pouvons les 
décrire ici; signalons seulement qu’elles donnent des résultats trés 
encourageants: la « préstatistique » est en corrélation trés étroite avec 
la statistique proprement dite (coefficients variant selon les bran- 
ches de + 0,90 4 + 0,99); les perspectives des entrepreneurs sont en 
général assez confirmées par les faits, et les écarts, lorsqu’ils existent, 
sont a la source de recherches utiles (par exemple dans l'industrie du 
cuir et de la chaussure ot les erreurs de prévision étaient dues a une 
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méconnaissance de la part des intéressés du cheminement d’une 
fluctuation: la baisse de la production sensible dés février sur les 
peaux se répercute en mai seulement au stade du produit fini). 


7. Les essais de ! INSEE a Paris*® 


Plus limités et plus ambitieux 4a la fois apparaissent les essais tentés 
en France. A lorigine, comme d’ailleurs dans l’expérience de Mu- 
nich, il y avait le désir d’aller vite et de donner un diagnostic avant 
méme la publication de statistiques détaillées. Mais le souci de rapi- 
dité est lui-méme passé, sinon au second plan, du moins aprés le 
désir de connaitre les comportements et de donner a la conjoncture 
nationale le relief régional et local qu’elle a dans la réalité. 

En pratique, le travail est conduit différemment pour l’enregis- 
trement des faits passés (le mois ou le trimestre précédent) et pour 
les anticipations (perspectives, — qui seules pour le moment font 
Pobjet d’une large enquéte). 

Pour compléter la statistique, divers essais ont été faits; la plu- 
part tendent a l’utilisation de renseignements fragmentaires ou d’in- 
dications sur le sens de |’évolution: participent a cet effort de cen- 
tralisation rapide d’informations non chiffrées, les directions régio- 
nales de l'Institut, diverses administrations, plusieurs grandes ban- 
ques, des sociétés de transport, des groupements professionnels, des 
sociétés commerciales, etc. Dépouillement de la presse locale et de 
la presse professionnelle, observation réguliére du chiffre d’affaires 
d’un nombre limité de firmes (il ne s’agit pas 1a d’un sondage, mais 
d’un prélévement empirique de firmes), dépouillement de rapports 
régionaux ou par branches; tous ces moyens permettent de préciser 
le sens de l’évolution qui se poursuit depuis la période pour laquelle 
les statistiques sont connues. 

Pour l’exploitation terminale de ces renseignements, des travaux 
comme ceux publiés dans un numéro spécial d’ Etudes et Conjoncture 
«L’Espace Economique Frangais» fournissent les éléments indis- 
pensables au classement, a la pondération de chaque source. Un 
exemple sommaire permet de comprendre la procédure suivie: un 
renseignement de tendance nous apprend-il que la récolte s’annonce 
bonne dans le Midi de la France et médiocre dans le Bordelais et 


8. INSEE = Institut National de la Statistique et des Etudes Economiques. 
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en Bourgogne, il apparait tout de suite que les tableaux établis, don- 
nant la répartition de la récolte par départements (en volume et en 
valeur) vont permettre de pondérer les renseignements initiaux et 
de conclure: au total, la récolte globale en France sera supérieure, 
égale ou inférieure, en volume ou en valeur, a celle de l’an passé. 
De tels exemples pourraient étre multipliés. On a pu en tirer des 
études importantes sur la localisation du pouvoir d’achat des agri- 
culteurs, a la suite soit de variations des récoltes ou de la production, 
soit de variation relative des prix et la mise au point de divers indi- 
ces rapides d’activité régionale. 

En ce qui concerne les anticipations, l’ INSEE effectue réguliére- 
ment une enquéte semestrielle auprés des chefs d’entreprise pour 
recueillir leur opinion sur |’évolution probable des affaires, en géné- 
ral d’abord, dans leur propre firme ensuite. 

On voit ici une premiére différence avec l’enquéte allemande: 
alors que I’Institut de Munich veut se limiter au domaine propre 
de l’entreprise, 1 INSEE demande une opinion générale. La justi- 
fication de cette méthode est la suivante: il importe de distinguer 
deux domaines, celui dans lequel vit l’entreprise et sur lequel elle 
n’a aucune influence directe: lactivité économique générale — et 
celui qui est celui de l’entreprise et dans lequel le chef d’entreprise 
applique ses décisions. Influence subie, climat économique général 
d’un cété, zone d’action et d’impulsion de l’autre. Tout chef d’entre- 
prise a une opinion (bonne ou mauvaise) de la situation générale; 
c’est en fonction de cette opinion qu’il agit; il voit d’autre part, dans 
son cercle plus restreint, les possibilités d’action qui lui sont ouvertes. 
Et il est intéressant de confronter le pronostic général moyen et le 
total des pronostics particuliers de firmes. 

Une autre différence avec l’enquéte de Munich vient de ce que 
les perspectives demandées sont relatives au semestre suivant et non 
pas aux deux mois suivants: pour son entreprise, l’industriel est ainsi 
obligé d’indiquer ou il veut aller, ce qu’il compte faire, comment 
il pense s’adapter aux difficultés rencontrées. Au contraire une pers- 
pective a plus court terme trouve l’entrepreneur en face de données 
déja plus précises: ce qu’il indique alors, c’est plutét la projection 
ou l’extrapolation du résultat statistique en cours sur la prochaine 
période; il a ses commandes en poche, ses approvisionnements, sa 
main-d’ceuvre; son activité est prédéterminée en grande partie; la 
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part de son action personnelle est moins grande que dans une en- 
quéte portant sur une plus longue période. 

Ceci dit, les deux enquétes se ressemblent sur le plan technique; 
questionnaire envoyé par la voie postale, réponses de tendance 
(croix dans un rectangle oui/non, augmentation forte, modérée, sta- 
bilité, baisse modérée, baisse forte). 

Dans les grandes lignes, les questions posées couvrent le méme 
champ que l’enquéte allemande. On trouvera d’ailleurs un modéle 
de questionnaire dans Etudes et Conjoncture?. 

Les dépouillements sont faits par branches d’activité, par ques- 
tions, par régions et par dimensions des firmes. Les résultats rapides 
sont envoyés en priorité aux participants a l’enquéte et les résultats 
définitifs font Pobjet d’une plus large diffusion. 


8. La synthése économique en Italte 


L’Union Italienne des Chambres de Commerce, d’Industrie et 
d’ Agriculture, sous l’impulsion du Professeur G.Tagliacarne, procéde 
depuis plusieurs années a une recherche permanente qui procéde 
des mémes techniques et qui exploite des « tendances non chiffrées». 

Chaque mois, les chambres de commerce envoient 4 quelques cen- 
taines de personnes (des milliers pour les grandes villes comme Mi- 
lan, Génes, Rome, etc.) des questionnaires spécialisés: agriculture, 
industrie, commerce, transport, crédit. Chacun d’eux ne porte que 
sur un nombre trés limité de questions, par exemple pour l’industrie: 


approvisionnement en énergie électrique 
approvisionnement en combustibles solides et liquides 
état de l’activité 
commandes en cours 
volume de la production 
stocks de produits industriels 
nouvelles commandes (d’Italie et de l’étranger) 
coat de production 
main-d’ceuvre: rendement 
rapports avec la direction 


Chacune de ces questions appelle une réponse par un des termes: 
abondant, suffisant, normal, limité - ou augmentation, stationnaire, 


g. Voir les numéros de septembre/octobre 1951, mars/avril, mai/juin, septem- 
bre/octobre 1952 et mars/avril 1953. (Etudes et Conjoncture — série rouge.) 
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en baisse, etc. dont le sens précis a été codifié une fois pour toutes. 
Chaque chambre de commerce réunit un comité provincial de con- 
joncture qui envoie a Rome, a l'Union, une premiére synthése pro- 
vinciale. L’Union établit une seconde synthése a l’échelle nationale. 
Elle publie des tableaux donnant le détail par province et le détail 
par branche d’industrie au rythme mensuel. Le probléme fonda- 
mental de la pondération fait l’objet de recherches trés poussées et 
n’est pas encore définitivement résolu. 

Comme on le voit, le procédé italien met l’accent sur le relief géo- 
graphique de la conjoncture et sur l’aspect ex post. Néanmoins de- 
puis quelques mois, l’enquéte de l’Union des Chambres de Com- 
merce prévoit une question supplémentaire relative aux perspectives 
des chefs d’entreprise. Comme le dit le Professeur Tagliacarne, l’uti- 
lisation de données territoriales procure de grands avantages: 

a) Souvent les statistiques sont publiées seulement pour le pays 
entier (production, exportation, etc.). La tendance non chiffrée four- 
nit une premiére ébauche de documentation a l’échelon de la pro- 
vince. 

b) On peut étudier la diffusion et la propagation des fluctuations 
économiques a travers le pays: généralisation d’effets locaux et in- 
fluence locale de mouvements généraux. Une moyenne nationale 
inchangée peut recouvrir des situations conjoncturelles trés diffé- 
rentes, par exemple avec aggravation des conditions dans le nord 
et amélioration dans le sud. Seul le relief conjoncturel peut per- 
mettre une compr¢hension des phénoménes et une action valable 
tant de la firme que des pouvoirs publics. 


g. Comparaison des procédés — Vue d’ ensemble sur la nouvelle méthode 


Dans les trois «observatoires» la conjoncture de tendance s’est déve- 
loppée, d’abord de fagon séparée, ensuite avec de fructueux con- 
tacts entre spécialistes. Mais avant méme d’envisager la mise au 
point d’un procédé unique et commun a tous, on peut souligner la 
parenté des recherches déja effectuées. Certes, Munich met l’accent 
surtout sur la rapidité, Paris sur les anticipations et Rome sur le 
relief géographique, mais, en pratique les objectifs sont les mémes 
et les moyens de les approcher trés voisins. 
Sous l’angle de la méthode on peut signaler deux choses: 
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a) D’abord que de telles recherches ne sont pas en elles-mémes 
nouvelles; depuis longtemps, des institutions diverses pratiquent des 
enquétes analogues, non chiffrées. Ce qui est nouveau, c’est leur uti- 
lisation a des fins de diagnostic et de pronostic économique général, 
alors que jusqu’ici il s’agissait surtout d’études de marché ou d’en- 
quétes épisodiques non appuyées sur l’ensemble des techniques sta- 
tistiques et économiques. Désormais la tendance non chiffrée vient 
relayer la statistique, la compléter sur les points ot elle est trop lente 
ou impossible. Mais elle est ramenée chaque fois que possible aux 
normes habituelles de mesure et de jugement (voir par exemple les 
études de I’Institut de Munich sur la «quantification» de la ten- 
dance et la confrontation avec la statistique — et celles de Paris sur 
le pronostic et la réalité). 

b) Partout on a renoncé au sondage proprement dit avec tirage 
au hasard de l’échantillon. Les enquétes de tendance restent au 
point de départ empiriques et acquiérent leur «représentativité» 
par des techniques qui devront étre longuement approfondies. 

Sur le plan du «timing» de la recherche économique, on peut 
également faire quelques constatations: 

Le passé éloigné reste le domaine d’élection de la statistique (sous 
réserve d’ailleurs de travaux analogues a ceux de Thorp dans son 
fameux « Business Annals»). 

Le passé trés récent reléve de la statistique rapide, du renseignement 
fragmentaire non chiffré, mais pondéré et interprété, et du test con- 
joncturel. 

Le futur, vu par les agents économiques, est détecté par le test con- 
joncturel et par l’enquéte « Perspectives». 

Mais de la différence des procédés de Paris et de Munich peut 
déja découler une premiére distinction qui pourra avoir son utilité, 
méme dans des recherches théoriques; on peut en effet distinguer: 

Les anticipations de résultats. Les dés sont jetés, l'appareil de produc- 
tion tourne, les commandes sont 1a, les facteurs de production a pied 
d’ceuvre; l’agent économique extrapole le présent et indique le ré- 
sultat probable dans un trés proche avenir. Son intervention est ici 
surtout calcul. 

Les anticipations d’ action. Sur un délai plus long, agent économi- 
que peut faire jouer ses décisions et ses choix. Il a la une possibilité 
de réaliser, par sa propre volonté, des ajustements. Pour faire une 
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comparaison, la distinction que nous proposons ici rappelle un peu 
celle d’Alfred Marshall sur la période longue et sur la période courte. 

Les anticipations de climat (celles qui correspondent a la premiére 
partie de l’enquéte de Paris): idées de agent économique sur tous 
les facteurs extérieurs 4 son action, qui viendront influer sur ses dé- 
cisions et sur ses choix. Comme le dit excellemment un industriel 
qui avait joint une lettre a sa réponse: «Je ne puis diriger mon af- 
faire sans faire constamment un pari, quitte a l’infléchir de mois en 
mois. Ce que je vous livre, c’est précisément celui d’aujourd’ hui.» 
Rien n’est plus utile pour le conjoncturiste que de distinguer cette 
anticipation-pari de l’anticipation-choix. 


Toutes ces anticipations ne sont pas encore la prévision. Ou bien 
si elles sont prévision, ajoutons qu’elles sont la préviston subjective des 
agents économiques, par opposition a ce que sera la prévision ob- 
jective des «observatoires». Si nous employons ici l’expression d’a- 
gents économiques et non plus de chefs d’entreprise, c’est parce que 
les procédés d’enquéte étudiés s’appliquent a tous les milieux; on 
a fait surtout porter l’effort du cété du producteur, mais notre pano- 
rama ne sera complet que lorsqu’il prendra en considération l’en- 
semble de l’activité. Nous avons déja la chance d’avoir, avec les bud- 
gets des Etats, un admirable Gallup sur les anticipations de la macro- 
unité « Etat», puisque le document budgétaire donne plusieurs mois 
a l’avance les grandes lignes de ce que sera l’action de l’Etat dans 
économie. I] faut l’exploiter en termes économiques et le compléter 
éventuellement par des enquétes particuliéres dans les administra- 
tions. Du cété du consommateur, divers projets d’enquéte sont a 
étude et doivent étre prochainement réalisés. 

Notre définition de la « prévision subjective» répond a une objec- 
tion qui a été faite parfois: comment pouvez vous, a-t-on demande, 
espérer tirer une prévision juste de la totalisation de prévisions qui 
sont peut-étre fausses? Et pourquoi cette totalisation d’avis prove- 
nant de personnes plus ou moins bien placées serait-elle mezlleure que 
la prévision faite par une personne éclairée et spécialisée dans l’é- 
tude économique? La réponse est perceptible: la prévision subjec- 
tive, celle des participants a l’activité économique doit étre soigneu- 
sement distinguée de l’autre. Et la prévision objective ne sera jamais 
le résultat de la totalisation des premiéres. Peu importe méme que 
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les prévisions subjectives soient fausses. Elles sont. Et en tant que 
telles il faut les connaitre. En effet, méme fausses, elles vont inspirer 
la politique de la firme, du gouvernement ou du consommateur. 
Imaginons un promeneur qui, dans une forét, se trompe de chemin 
et, sur une mauvaise boussole confond le nord avec louest. Son 
erreur est un fait, et méme un fait important pour l’observateur qui, 
connaissant son point de départ, cherche a calculer objectivement 
son angle de marche et son point d’arrivée. On pourrait presque dire 
que la prévision économique exacte est le résultat de la confronta- 
tion des données réelles et des prévisions inexactes de tous les ac- 
teurs. L’ Institut de Munich a déja maintes fois constaté que les pro- 
nostics du commerce de détail étaient moins valables que ceux du 
commerce de gros: c’est la une réalité économique qui présente un 
grand intérét. Et encore cette erreur du commerce de détail doit- 
elle étre dans l’enquéte allemande (qui étudie les perspectives sur 
la lancée du mouvement économique) moins grande qu'elle ne le 
serait dans l’enquéte frangaise ot le chef d’entreprise doit faire état 
d’un plus grand nombre de facteurs exogénes a la firme. 


Insister seulement, en conclusion de cette rapide étude, sur l’in- 
térét de ces méthodes pour le diagnostic et le pronostic (objectif) a 
échelle nationale ou régionale, pourrait paraitre superflu. Aller 
plus vite que la statistique, la remplacer sur des points ot: toute idée 
de mesurable semblait exclue, prendre en considération les com- 
portements sont en effet trois facteurs décisifs pour le progrés de la 
conjoncture. Les applications spéciales de ces procédés sont multi- 
ples; signalons par exemple la possibilité d’établir des barométres 
de branche: connaissant les perspectives de développement dans les 
secteurs clients d’une branche d’industrie déterminée, il est possible, 
en pondérant ces éléments d’aprés le chiffre d’affaires de la branche 
avec chacun d’eux, d’obtenir un tableau des «espoirs», une ten- 
dance a la hausse ou 4 la baisse des débouchés. 

Mais la théorie économique elle aussi, doit beaucoup attendre des 
enquétes de tendance et de ce relief économique. L’étude des déca- 
lages, de la transmission des fluctuations d’un secteur a un autre, 
de la diffusion ou au contraire de l’amplification des phénoménes 
est maintenant plus facile. Certains fant6émes abstraits vont pou- 
voir prendre de l’épaisseur; certains coefficients considérés par com- 








modi 
tions: 
et la 
cises. 
ante 
post. 
du ca 
temp: 
juger 
encor 
En 
échar 
ment 
sourc 
tation 
raux 
dance 
est pr 
des n 
abanc 
une g 
ans, I’ 
de co! 
des pi 


Inst 
él 


Les mé1 
Ils’agit 
aprés e 
seignen 
mesure! 
de com: 
des rapy 

Enfir 


quel ser 











L>ETUDE DE LA CONJONCTURE 51 


modité comme constants pourront étre approchés dans leurs varia- 
tions; les changements de comportement ne seront plus un vain mot 
et la psychologie économique pourra faire l’objet de mesures pré- 
cises. Le choix et le plan seront mieux connus et le déséquilibre ex 
ante doit apparaitre aussi clairement que le fameux ajustement ex 
post. Les rigidités, les élasticités, les flexibilités sortiront peut-étre 
du cadre des exercices de grammaire ... On pourrait continuer long- 
temps cette €numération et ces souhaits. Mieux vaut attendre et 
juger d’ici quelques années d’aprés les progrés réalisés ceux qui sont 
encore a envisager. 

En attendant, il reste beaucoup 4 travailler; problémes spéciaux, 
échantillonnage, étendue des enquétes, rythme, pondération, traite- 
ment des variations saisonniéres, contrdle des renseignements a la 
source, controle de l’exactitude des résultats, modalités de présen- 
tation, rapprochement avec les statistiques, etc., — problémes géné- 
raux d’un diagnostic complet. Mais si l’effort est fait sur ces ten- 
dances, sur l’étude des comportements et le relief conjoncturel, il 
est probable qu’on pourra en grande partie pallier les insuffisances 
des méthodes antérieures. Ces méthodes ne sont d’ailleurs pas a 
abandonner, mais on doit voir qu’elles ne sont que des moyens parmi 
une gamme plus vaste de moyens. Et il est possible que d’ici dix 
ans, l’étude des tendances non chiffrées soit, 4 cété des recherches 
de comptabilité nationale et des travaux sur quantités globales, un 
des piliers de la conjoncture. 


Institut National de la Statistique A. PIATIER 
et des Etudes Economiques, 
et Ecole Pratique des Hautes Etudes, Paris 


RESUME 


Les méthodes nouvelles sont essentiellement fondées sur des enquétes de tendance. 
Ils’agit avant tout d’aller plus vite que la statistique (ne pas attendre la totalisation 
aprés enregistrement exhaustif des résultats), d’aller plus loin (obtenir des ren- 
seignements sur des domaines imparfaitement saisis par la statistique) et méme de 
mesurer ce qui est hors de l’atteinte du statisticien-conjoncturiste classique: carnets 
de commande, stocks aux différents stades, intensité de la concurrence, caractéres 
des rapports entre patrons et ouvriers, etc. 

Enfin, ces enquétes nouvelles visent a saisir des comportements, a préciser dans 
quel sens joueront les décisions des agents économiques. 
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La psychologie économique sort ainsi des expériences vagues qui lui étaient ré- 
servées. Désormais, le conjoncturiste s’appuie sur 2 catégories d’éléments: les faits 
d’aujourd’hui exactement mesurés et les comportements qui vont modifier l’état de 
choses actuel. Une telle méthode est infiniment plus rationnelle que celle des baro- 
métres qui tendaient uniquement a extrapoler dans le futur les phénoménes ex 
post. 

Maintenant, l’économiste pénétre et mesure les phénoménes ex ante (qui 
n’étaient jusqu’ici qu’une commodité de la théorie abstraite). C’est ce qui ex- 
plique pourquoi les techniques développées a |’ Institut National de la Statistique 
et des Etudes Economiques a Paris, a l’1Fo-1nstiTUT 4 Munich, et 4 Rome ont non 
seulement un intérét pour la conjoncture, mais semblent pouvoir permettre un 
nouveau progrés de la théorie, c’est-a-dire de l’explication économique tout court. 


SUMMARY 


The new methods are based essentially on investigations of tendency. Their pri- 
mary aim is to go faster than statistics (i.e. not to wait until an exhaustive number 
of results are available for summation), to go further than statistics (i.e. to obtain 
information relating to fields of enquiry which statistics do not cover in their en- 
tirety), and even to measure things which are beyond the scope of the standard stat- 
istician and business cycle researcher, namely, order-books, stocks of goods in the 
various stages of production, keenness of competition, nature of the relations bet- 
ween employers and workers, etc. 

Furthermore these new investigations aim at ascertaining behaviour, at deter- 
mining the direction in which the decisions of economic agents are destined to 
operate. 

Thus economic psychology is emerging from the vague experiments which have 
hitherto been its province. From now onwards the business cycle researcher will 
rely on two classes of data: the facts of the day, measured with exactitude, and the 
types of behaviour that are destined to modify the present state of affairs. Such a 
method is infinitely more rational than the ‘“‘barometer system’’, concerned solely 
with extrapolating ex-post phenomena into the future. 

As things are now, the economist will fathom and measure ex-ante pheno- 
mena, which were hitherto but a convenience of abstract theory. This explains 
why the techniques worked out by the Institut National de la Statistique et des 
Etudes Economiques in Paris, by the 1Fo-1nstrruT in Munich, and in Rome are 
not only of importance for business cycle research but seem to offer the possibility 
of a further advance in theory, i.e. in economic explanation as such. 


ZUSAMMENFASSUNG 


Die neuen Methoden fuBen im wesentlichen auf Tendenz-Enquéten. Es handelt 
sich vor allem darum, schneller zu sein als die Statistik (d.h. nicht abzuwarten, bis 
das Resultat einer erschépfenden Statistik vorliegt), weiter zu gehen als die Sta- 
tistik (d.h. Auskiinfte iiber Bereiche zu erhalten, die von der Statistik nur unvoll- 
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standig erfaBt werden), und sogar solche GréBen zu messen, die dem Konjunk- 
turstatistiker normalerweise nicht zugdnglich sind: Auftrage, Lager auf den ver- 
schiedenen Produktionsstufen, Konkurrenzverhialtnisse, Beziehungen zwischen 
Arbeitgeber und Arbeitnehmer usw. 

SchlieBlich soll durch diese Enquéten auch das Verhalten erfaBt und festgestellt 
werden, in welche Richtung die Entscheidungen der Wirtschaftssubjekte weisen. 

Die Wirtschaftspsychologie verliert damit den unbestimmten Charakter, der 
ihr bisher eigen war. Kiinftig stiitzt sich der Konjunkturforscher auf zwei Kate- 
gorien von Daten: Einmal auf die genau erfaBten Tatsachen von heute und so- 
dann auf die Verhaltensweisen, die eine Anderung des gegenwartigen Zustandes 
herbeifiihren. Diese Methode ist sehr viel rationeller als jene der «Barometer», 
bei der bloB die Ex-post-Phanomene in die Zukunft extrapoliert wurden. 

Heute ergriindet und mif®t der Konjunkturforscher die Ex-ante-Phanomene 
(die bisher lediglich eine Bequemlichkeit der abstrakten Theorie waren). Deshalb 
sind die in Paris vom Institut National de la Statistique et des Etudes Econo- 
miques, in Miinchen vom IFo-INsTITUT, und in Rom entwickelten Methoden nicht 
nur fiir die Konjunkturforschung von Interesse, sie diirften auch einen weiteren 
Fortschritt fiir die Theorie bedeuten, d.h. fiir die Erklarung der wirtschaftlichen 
Wirklichkeit. 
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TRENDS 
IN UNITED STATES TARIFF POLICIES 


I. Introduction 


This paper endeavors to demonstrate that contemporary United 
States tariff policies are the result of a number of concepts, some of 
which are going back to the nineteenth century. We shall not exa- 
mine the level of the United States tariff or the U.S. demand for 
imported goods, but merely assume that price elasticity of U.S. de- 
mand for imported goods is sufficiently high to warrant further tariff 
reductions’. 

Tariff and commercial policies have been an important factor in 
American history since the very beginning. The right to levy taxes 
was among the most important causes of dissension between the 
colonies and the British Crown. Many present day tariff policies 
find their origins in statutes and opinions of the 18th and 1gth cen- 
tury. After the formation of the first American Congress in 1788, 
the Tariff Act was among the first legislation to be adopted. 

Let us therefore, in order to arrive at a better understanding of 
the present situation, review some elements of the earlier decades 
of U.S. tariff history. 

The enactment of the first Tariff Act of 1789 was preceded by 
petitions from shipping and manufacturing interests asking for tariff 
protection’. While these requests were not or only to a minor extent 
satisfied, yet as authoritative an author as Taussig believed that the 
Tariff Act of 1789 was not only a revenue provider, its primary ob- 
jective, but also “protective in intention and spirit’’}. 


1. Some recent studies seem to indicate that price elasticity of U.S. demand for 
imported goods is higher than previously had been thought, cf. Joun H. ADLER, 
EuGENE R. SCHLESINGER and EVELYN VAN WESTERBORG, The Pattern of United States 
Import Trade since 1923, Federal Reserve Bank of New York, May 1952; and Ba- 
REND A, DE VRIES, Price Elasticities of Demand for Individual Commodities imported into 
the United States, International Monetary Fund Staff Papers, Vol.1, No.3, April 
1951. 

2. Cf. CHARLEs A. BEARD, An Economic Interpretation of the Constitution of the United 
States, New York 1913, p. 44. 

3. F.W. Taussic, The Tariff History of the United States, New York and London 
1931, p.14. 
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The rates of duty of that first Act were between five and fifteen 
percent ad valorem; a number of articles were subject to specific 
rates. Articles imported on American owned or American built ves- 
sels were entitled to a discount of 10 percent. The Act of 1789 was 
supposed to be valid for seven years, but in 1790 and in almost every 
year thereafter certain duties were increased. In 1816, after the war 
with England, and the resumption of imports which threatened the 
industries founded during the war, a more thoroughly protective 
tariff was adopted by Congress. After 1816 there was a gradual in- 
crease of tariff protection, although in certain years, especially when 
federal revenue was high, reductions were made. The highest 
level was reached in 1861 when the Civil War made additional re- 
venue necessary. Protectionism was sufficiently strong to prevent a 
return to lower duties after the Civil War when from a revenue 
point of view such might have been possible. An interesting example 
of how revenue duties were transformed into protective duties is 
provided by sugar, the duties on which since the Tariff Act of 1897 
provide protection to both domestic refiners and domestic producers 
of beet sugar. 

After increases in the Tariff Acts of 1909 and 1922 and decreases 
in the Act of 1913, the Tariff Act of 1930 provided an upward revi- 
sion, sometimes steep, for almost every tariff item, in spite of pro- 
tests from United States importers, exporters and others, including 


a petition to President Hoover of 1028 American economists to veto 
the bill. 


Towards the end of the nineteenth century and the beginning 
of the twentieth two principles of tariff-making began to emerge: 

(a) Reciprocity, resulting in the practice that concessions by the 
United States should be equivalent to those granted the United 
States by other countries. 

(b) The concept that imports should not be permitted to take 
away from U.S. producers a reasonable margin of protection. This 
doctrine has reflected itself in the “equalization of costs-clause’’, 
more recently in applications of the ‘‘escape-clause”’ and in quanti- 
tative restrictions on imports of agricultural products, especially 
those interfering with domestic support programs. 

(c) A third principle became visible in the years of the Great De- 
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pression and more especially after World War II: In order to provide 
maximum export outlets for American products and in order to 
increase the economic strength of the “free world”, the highest 
possible level of imports into the United States is necessary. 

We shall now examine these three principles‘. 


IT. The principle of reciprocity 


Certain reciprocity provisions became part of United States tariff 
legislation with the Tariff Act of 1890. In that Act the President 
was empowered to levy duties on sugar, molasses, tea, coffee and 
hides if any country exporting these commodities to the United 
States levies on any American product duties which the President 
deems to be “reciprocally unequal and unreasonable”’. Under this 
provision agreements were negotiated with Brazil and a number of 
Central American countries. The Tariff Act of 1897 contained for 
the first time the authorization to decrease duties on argol, brandies, 
champagne, wines, paintings and sculpture in exchange for “‘recip- 
rocal and reasonable concessions”. The selection of these articles 
was aimed at France, with which country as well as with Great Brit- 
ain, Germany, Italy, the Netherlands and Portugal, agreements 
were subsequently concluded. Furthermore, the President was em- 
powered to negotiate treaties providing for general tariff reductions; 
the U.S. reductions, however, could not be greater than 20 percent 
and the treaties in question had to be submitted to the approval of 
both Houses of Congress. Under this provision no reductions oc- 
curred. 

The Tariff Acts of 1909, 1922 and 1930 contained no provisions 
authorizing the Executive to lower duties on a reciprocal basis. They 
gave the power to levy retaliatory duties against countries discrim- 
inating against American goods. The Acts of 1922 and 1930, how- 
ever, did provide that if the duty levied by a foreign country on 
certain named articles was higher than that provided for in the 
United States Tariff Act, such higher duty would be imposed by 
the United States on imports from that country. This provision was 


4. Application of the unconditional most-favored nation clause, official United 
States policy since 1923, is perhaps a fourth principle. However, unlike the other 
three principles, it does not affect the tariff level directly. 
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repealed by the Reciprocal Trade Agreements Act of 1934. This Act 
can be considered the culminating point of the reciprocity principle. 

Thus, as the situation is today, the executive branch of the U.S. 
Government is not allowed to reduce import duties other than on a 
quid pro quo basis. Since 1934 the United States Congress has only 
in a few exceptional cases enacted changes in tariff rates. Yet the 
position of the United States in world trade would make unilateral 
reductions quite justified, at least in cases where (a) such reduction 
is in the clear interest of the United States itself, or (b) reduction 
through a reciprocal trade agreements procedure is not practicable. 

The situation mentioned under (a) was considered by the Presi- 
dent’s Materials Policy Commission. Its report, published in June 
1952, called attention to the fact that United States duties on scarce 
materials are undesirable even from United States point of view, 
and therefore recommended ‘“‘that permanent legislation entirely 
independent of the Reciprocal Trade Agreements Act be enacted 
authorizing unilateral elimination of import duty on any industrial 
material in either crude or refined form whenever it is determined 
that the United States is, or is expected to become, substantially 
dependent on imports of the material, and that such action is in 
accord with the national interest”. This is one of several expressions 
in favor of a policy of unilateral instead of the traditionally reci- 
procal tariff reductions. 


III. Protection of American producers against imports 


1. Since the Republican platform of 1872 the protection of the stand- 
ards of living and of wages was a recurring argument in favor of 
high tariffs. In 1896 for instance the Republican Party program ad- 
vocated tariffs to “protect American labor from degradation to the 
wage level of other lands’’5. From this wage argument emerged, for 
the first time in 1904, what was called by the Republican Party the 
“true principle”, namely that “the measure of protection should al- 
ways at least equal the difference in cost of production at home and 
abroad”’. In 1908, the Republican program extended the principle: 


5. For a summary of pronouncements of American party programs on tariffs, 
A. Isaacs, International Trade, Tariff and Commercial Policies, Chicago 1948, Chapter 
XVI. 
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“Tn all protective legislation the true principle of protection is best 
maintained by the imposition of such duties as will equal the differ- 
ence between the cost of production at home and abroad, together 
with a reasonable profit to American industries.” Although this no- 
tion, as Taussig states®, had been very little heard of before 1908, 
it is clearly directly derived from the protection of wages argument, 
in so far as wages were the most important factor believed to cause 
differences in production costs between the United States and other 
countries. 

In the tariff revision of 1913, when the Democrats were back in 
power, the guiding slogan was a “competitive tariff” which, as Taus- 
sig notes, does not differ in its essentials from the principle of equal- 
ization of costs. At that time it was also said and repeated that no 
“legitimate” industry would be in danger, the word “‘legitimate”’ 
remaining undefined. The principle of equalizing costs of produc- 
tion found for the first time overt legislative recognition in the Tariff 
Act of 1922, which not only generally increased the level of duties 
to levels higher than those of the Tariff Acts of 1890, 1897, 1909 and 
1913, but also contained a provision authorizing the President to 
increase or decrease duties by a maximum of fifty percent for the 
purpose of equalizing the costs of production as between the United 
States and competing foreign countries. The Tariff Commission’, 
reorganized under the Act of 1922, is in charge of ascertaining dif- 
ferences in cost of production. This so-called flexible-tariff provision 
does not apply to items contained in reciprocal trade agreements 
and has been applied infrequently. In 1929, before the enactment 
of the Smoot-Hawley Tariff Act of 1930, the Senate Finance Com- 
mittee quoted®, with approval, an opinion by Chief Justice Taft in 
an, at that time, recent court decision. In this opinion the Chief 


6. Op.cit., p. 363. 

7. The Tariff Commission is a neutral body to which the Tariff Act assigns 
various tasks in connection with tariff modifications. The law provides that the 
Tariff Commission consists of six members, three Republicans and three Demo- 
crats, each with a term of office of six years. At the time of this writing there hap- 
pen to be two vacancies among the three Republican memberships which the 
President will have to fill. The requirement of equal representation of Democrats 
and Republicans means that the replacement of a Democratic by a Republican 
Government will in itself not affect the Tariff Commission. 

8. Senate Report No.37, p.64 (718t Congress, 15t Session). 
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Justice said that the intent of the flexible-tariff provision clearly was 
“that the duties not only secure revenue but at the same time enable 
domestic producers to compete on terms of equality with foreign pro- 
ducers in the markets of the United States”. The House of Repre- 
sentatives stated in its report on the Reciprocal Trade Agreements 
Act? that except for its inapplicability to articles included in trade 
agreements, the flexible-tariff provision “remains in full force and 
effect”’. Thus this method of protecting American producers against 
low-cost foreign competition still exists, although in practice it has 
lost much of its significance, since most tariff rates are now covered 
by trade agreements. 

From the inception of the Trade Agreements Program its propo- 
nents stressed that it was not intended to sacrifice American inter- 
ests for the sake of imports. Certain procedures, both before and 
after the conclusion of a trade agreement, are designed to prevent 
inroads on the protectior of the American producer. Before the ne- 
gotiation extensive hearings are held during which American firms 
and organizations can express their reasons for objecting to tariff 
reductions. After the hearings the extent to which duties can be 
reduced is determined by the President upon the advice of the Trade 
Agreements Committee in which all interested Departments of the 
Government, including such as specifically look after domestic Unit- 
ed States interests, for instance the Department of Agriculture and 
the Department of Labor, are represented. Moreover, under the 
1948 extension act and under the 1951 extension act, the so-called 
“peril points clause” offers an additional safeguard for American 
interests. Under this clause the United States Tariff Commission 
must prior to the negotiation of an agreement report to the Presi- 
dent the lowest point to which any duty can be reduced without 
causing or threatening serious injury to the domestic industry pro- 
ducing like or directly competitive articles. Safeguards after the con- 
clusion of the agreement are embodied in the so-called “escape clause’. 
Since this clause has recently become increasingly significant, we 
shall dwell at some length on its development and application. 


2. In the trade agreements before 1939 there was already in most 
cases an escape clause under which tariff concessions could be with- 
9. House Report No. 1000, p.17 (734 Congress). 
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drawn if third countries were getting the major benefit of the con- 
cession, and serious injury was being caused to the domestic industry. 
As from 1941, a more generally worded escape clause was inserted. 
As an example we quote the one in the agreement with Argentina 


of 1941: 

**If the Government of either country should consider that any circumstance, 
or any measure adopted by the other Government, even though it does not 
conflict with the terms of this Agreement, has the effect of nullifying or impair- 
ing any object of the Agreement or of prejudicing an industry or the commerce 
of that country, such other Government shall give sympathetic consideration 
to such representations or proposals as may be made with a view to effecting a 
mutually satisfactory adjustment of the matter. If no agreement is reached 
with respect to such representations or proposals, the Government making 
them shall be free to suspend or terminate this Agreement in whole or in part 
on thirty days’ written notice.” 

The agreements with Mexico of 1942 and with Paraguay of 1946 
for the first time contain an escape clause already substantially simi- 
lar to the one contained in the 1947 General Agreement on Tariffs 
and Trade (G.A.T.T.). 

In an Executive Order of February 1947, President Truman gave 
the instruction that a clause identical to the last cited text be in- 
cluded in all new trade agreements. The most important agreement 
in which the clause was included, was the General Agreement on 
Tariffs and Trade of which Article 19, 1 (a) reads: 


‘Tf, as a result of unforeseen developments and of the effect of the obligations 
incurred by a contracting party under this Agreement, including tariff conces- 
sions, any product is being imported into the territory of that contracting party 
in such increased quantities and under such conditions as to cause or threaten 
serious injury to domestic producers in that territory of like or directly compe- 
titive products, the contracting party shall be free, in respect of such product, 
and to the extent and for such time as may be necessary to prevent or remedy 
such injury, to suspend the obligation in whole or in part or to withdraw or 
modify the concession.” 


The Trade Agreements Extension Act of 1951 provides in section 
6 (a): 
**No reduction in any rate of duty, or binding of any existing customs or ex- 
cise treatment, or other concession hereafter proclaimed under section 350 of 
the Tariff Act of 1930, as amended, shall be permitted to continue in effect ’ 
when the product on which the concession has been granted is, as a result, in 
whole or in part, of the duty or other customs treatment reflecting such concession, being 
imported into the United States in such increased quantities, either actual or rela- 
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tive, as to cause or threaten serious injury to the domestic industry producing 

like or directly competitive products.” 

(The words which represent additions to the G. A.T.T. clause have been put 
in italics.) 

It should be noted that according to this wording the injury to 
the domestic industry need not be the result of a duty reduction but 
merely of the tariff level as it was after a concession in a trade agree- 
ment. Thus, the binding of a rate of duty (as distinguished from a 
reduction) in a trade agreement, would make that duty fall within 
the terms of section 6 (a) of the 1951 act. In the absence of a reduc- 
tion or a binding in a reciprocal trade agreement an increase could 
only be effected by an act of Congress or under the complicated 
equalization-of-cost procedure of section 336 of the Tariff Act. Sec- 
tion 6 (a) is not a clause merely granting escape from trade agree- 
ment concessions, it is a possible springboard for new protection. 

At the request of any interested party or of the President or of 
one of the Congressional committees involved, or on its own initia- 
tive, the Tariff Commission must within one year after the date of 
application report to the President whether the escape clause should 
be applied and, if so, it must recommend to the President “‘the with- 
drawal or the modification of the concession, its suspension in whole 
or in part or the establishment of import quotas, to the extent and 
for the time necessary to prevent or remedy” the injury. Within 
sixty days after receipt of the Tariff Commission’s report, the Presi- 
dent must decide whether he will follow the Tariff Commission’s 
advice and if he chooses not to follow it he must explain his decision 
in a report to certain Congressional committees. The fact that quo- 
tas, so far almost non-existent, can be imposed, confirms the “‘spring- 
board’’-character of section 6 (a). The Tariff Commission in arriv- 
ing at a recommendation to the President must “without excluding 
other factors, take into consideration a downward trend of produc- 
tion, employment, prices, profits, or wages in the domestic industry 
concerned, or a decline in sales, an increase in imports, either actual 
or relative to domestic production, a higher or growing inventory, 
or a decline in the proportion of the domestic market supplied by 
domestic producers”. 


3. Before the escape clause was included in the 1951 Trade Agree- 
ments Extension Act twenty-one applications under the Executive 
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Order of February 1947, were filed with the Tariff Commission. 
Most of these were dismissed, but a few were continued under the 
provisions of the 1951 act and in one case (women’s fur-felt hats 
and hat-bodies) the clause was applied and increases of duties or- 
dered. 

The record of applications for action under the escape clause con- 
tained in the 1951 act is at the time that this paper is being written 
(November 1952) as follows: out of 22 applications ten are still being 
studied; from the remaining 12 eight were denied by the Commis- 
sion. In four cases the Commission recommended tariff increases or 
quotas to President Truman, two of which (hatters’ fur and dried 
figs) were put into effect by the President. 

In each of these cases the Tariff Commission made a thorough 
analysis of the various factors enumerated above. As far as the pub- 
lished reports show, the Commission has not used any general for- 
mula (which would probably be impossible) in order to determine 
serious injury or threat thereof. However, in cases where all of the 
factors mentioned moved in a direction unfavorable to the domestic 
industry, the Commission usually concluded that there was such 
injury or threat. Some examples may serve as an illustration: 

In the case of motor cycles the Commission found that the rise 
in imports, before the war constituting about three percent of total 
United States consumption, and from 1946 through 1951 between 
twenty and forty percent, could mainly be explained by a marked 
preference of the United States public for imported motor cycles in 
the middle weight class, which represented an addition to the total 
consumption of motor cycles without harm to the production in the 
United States which was for the years 1949-1951 considerably high- 
er than in 1937-1939. Therefore the Commission concluded that 
there was no injury to the American manufacturers of motor cycles. 

Imports of wood screws (made from iron or steel) were until the 
middle of 1950 less than one percent of United States domestic pro- 
duction. Between July 1950 and July 1951, imports rose relative to 
U.S. domestic production and reached twelve and one half percent 
of that production in August 1951. The Commission found that this 
rise of imports was caused by the general stocking up after the out- 
break of the Korean conflict, by the shortage of steel in the United 
States, by the existence of a strike in one large U.S. wood screw 
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plant, and by increased use of wood screws related to the rising 
industrial activity in general. Thus it was found that the imports of 
wood screws did not harm the domestic production, which was sim- 
ply unable to meet the entire demand. 

For spring clothes-pins too the Commission found the buying 
rush of the second half of 1950 and the first half of 1951 the main 
factor explaining the rise in imports. While some U.S. producers 
had made losses on their spring clothes-pins operations, the indus- 
try as a whole did not appear to be seriously injured. Besides, most 
of the producers of spring clothes-pins also manufacture other prod- 
ucts and had made profits on their overall operations. — With refer- 
ence to watches the majority of the Commission was of the opinion 
that import of watches having from two to seventeen jewels con- 
stituted a threat of serious injury to the domestic industry. Three of 
the six commissioners thought that even at the present time the 
domestic industry was being seriously injured, mainly because of the 
declining share of domestic production in total consumption. 

The case of garlic is interesting because it is one of the first in 
which the Tariff Commission struggled with the concept “‘industry”’. 
It was found that about half of all the garlic produced in the United 
States comes from four farms in California and that the garlic grown 
on these four farms represented less than ten percent of the total 
value of commercial vegetables and sugar beets they produced. Fur- 
thermore it appeared to be easy to shift from the production of garlic 
to that of other crops. Under these circumstances a minority of the 
Commission doubted whether one could speak ofa garlic “industry”. 
The majority of the Commission thought it was an industry and 
made a finding of serious injury. 


4. President Truman has taken a serious view of the application 
of the “escape clause”’ from the very first time that the Tariff Com- 
mission recommended an increase of duties under the Trade Agree- 
ments Extension Act of 1951, namely in regard to hatters’ fur. On 
that occasion (January 7, 1952) the President wrote to the chairman 
of the Tariff Commission: ‘“‘While we must be alert to safeguard 
American industry from actual or threatened serious injury, we 
must be equally alert to insure that trade agreement concessions are 
not modified for a period longer than is necessary to prevent or 
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remedy the injury.” The President therefore suggested that a regular 
procedure be established for periodic review of escape clause modi- 
fications of trade agreement concessions. 

The Presidential vetoes of the tariff increases recommended by 
the Tariff Commission for garlic’? and watches are in each case 
based on two sets of reasons: firstly, the President does not think 
that the garlic or watch industry is suffering or being threatened 
with serious injury; secondly, there are broader reasons which make 
it undesirable to put the increases into effect. On the latter we shall 
come back under No. IV. 

In the message to Congress on garlic, in which he rejects the re- 
commendations of the Tariff Commission, the President remarked: 


‘*The report of the majority observes that growers have received from 8 4 to 
10 cents a pound in recent years, and states that at present levels of wages and 
with a normal yield per acre growers must receive 12 cents a pound in order 
for the business to be ‘remunerative’. But the report does not say what the 
word ‘remunerative’ means—whether it includes a margin of profit, and, if so, 
how large a margin.” 

‘‘Nor does the report have anything to say about the concept of ‘normal 
yield’ to which it refers. The figures show that yields since the war have been 
much higher than pre-war. Does this mean that these yields have been ‘ab- 
normal’, and that the garlic business has been remunerative, after all? The 
report does not say.” 

‘‘What the report does indicate clearly is that farmers who were dissatisfied 
with their financial return from garlic had ample opportunity to increase their 
production of other crops. The report also indicates that these other crops en- 
joyed good markets. Thus, I cannot understand how these farmers can be suf- 


> 


fering ‘serious injury’ from imports.’ 
The President in his rejection of the duty increase recommended 
for watches, observing that the profits of U.S. manufacturers during 
the period 1946-1950 averaged between ten and twelve percent of 


10. In the case of garlic the Tariff Commission actually recommended not a 
duty increase, which was deemed to be ineffective as a remedy to the purported 
injury, but a quota limitation based on the average of 1947-1951. The Commis- 
sion stated in its report that in determining the basis for allocating the proposed 
quota it gave due regard to the provisions of art. XIII of the G.A.T.T., but re- 
mained silent on the fact that the quota as such would be in conflict with other 
more basic provisions of the G.A.T.T., namely articles XI and XII which forbid 
quota restrictions except for balance of payments reasons. The attitude of the Tar- 
iff Commission is like that of a tennis player who after the ball has come down 
twice on his side of the net is proud of making a perfect return. 


5 
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their net worth, notes that the injury found by three of the six Tariff 
Commissioners was based on the fact that the domestic industry en- 
joys a smaller share of a larger market. The President then continues: 


‘‘Because of the dangerous precedent which would be involved in accepting 
this share doctrine as the determinant of serious injury, I should like to empha- 
size its far-reaching implications. Serious injury, by any definition, means a 
loss to someone. Declining production, lower employment, lower wages, lower 
returns or losses in capital invested—any of those things might indicate some 
degree of injury. But the share doctrine goes much further. In fact, it finds that 
serious injury exists when the domestic industry fails to gain something it never 
had, even though the industry may be prospering by all of the customary 
standards of levels of production, profits, wages and employment.” 


The President also observes that the shift from production of 
watches with 17 jewels or less to production of watches with more 
than 17 jewels had been considered by some of the commissioners 
evidence of injury, a finding with which he disagrees: 


“It is difficult to see how any serious injury is evidenced by a shift from the 
production of one product to the production of another which can be produced 
with equal or greater profit by the same labor and equipment. Here, the shift 
is not even from one kind of product to another kind, but from 7 or 15 jewel 
watches to 17 or 21 jewel watches. The same man sitting at the same bench 
and using the same tools can make both. Such a shift, if it is a shift, is no evi- 
dence of serious injury to anyone. The escape clause was not intended to give 
domestic industry freedom to ignore the changing pattern of domestic demand 
or to provide an escape from normal, healthy competition.” 


The Presidential decisions on garlic and watches seem to imply 
the following criteria of current escape-clause application by the 
Executive: 

(a) There has to be definite evidence of injury in the sense ofa real 
deterioration of an industry as compared with a previous period. 

(b) Failure of an industry to maintain its share in the market is 
not by itself an indication of serious injury. 

(c) If the producer of a commodity has shifted from the manufac- 
ture of one type of a commodity to another type of the same com- 
modity (low-jeweled to high-jeweled watches) and thus maintains 
a satisfactory financial return, no serious injury exists. 

(d) Ifa producer of a commodity which suffers from import com- 
petition at the same time produces other commodities and makes a 
satisfactory profit on his overall operations, then it cannot be said 
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that he is suffering from serious injury (producers of garlic who also 
grow other crops). 


5. Special protection is provided for agriculture. The relationship 
between agriculture and tariff policies" tends to be dominated by 
this precept: United States tariff policies must be in conformity with 
the requirements of existing United States agricultural policies and 
when there is a conflict between the two, the agricultural policies 
prevail. This rule has on the one hand resulted in the fact that start- 
ing with the earliest Tariff Acts equipment and implements to be 
imported by American farmers have been free of any import duty. 
Thus it was not astonishing that at the end of 1951 in spite of vigor- 
ous protests by American cordage producers the Congress adopted 
a bill putting hay-baler twine, which previously had been consider- 
ed dutiable as a result of Customs Court decisions, on the free list. 
On the other hand effective procedures limit or exclude the impor- 
tation of foreign agricultural products considered damaging to Unit- 
ed States agricultural interests. Under section 22 of the Agricultural 
Adjustment Act, as amended, quantitative restrictions or import 
“fees”? must be imposed whenever imports of any article “render 
ineffective or materially interfere with” any price support, loan, 
purchase or other program administered by the Department of Agri- 
culture. The last paragraph of section 22, added by the Trade Agree- 
ments Extension Act of 1951 and explicitly reversing a previous ex- 
pression of policy contained in the Agricultural Act of 1948, pro- 
vides that no existing or future trade agreement shall be applied in 
a manner inconsistent with section 22. Although section 22 has thus 
far been applied infrequently (the last time in the case of almonds), 
its effect as a barrier to further tariff reductions is self-evident. 

A more direct expression of agricultural protection of recent date 
can be found in section 104 of the Defense Production Act, enacted 
in 1951 and extended with amendments in 1952, which provides 
that quantitative controls shall be imposed on fats and oils, dairy 
products and a number of other articles whenever their importation 
would have one or more of the following three effects on the corre- 

11. For an excellent summary of recent conflicts between trade and agricul- 
tural policies cf. Survey of United States International Finance 1951, International Fi- 
nance Section, Princeton University, Princeton University Press 1952. 
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sponding domestic product: (a) impair or reduce domestic produc- 
tion, (b) interfere with orderly domestic storing and marketing, 
(c) result in unnecessary burdens or expenses under any United 
States Government price support program. In a comment on this 
section, frequently referred to as the “cheese amendment” because 
of the quotas on foreign cheese imposed under it, the so-called ‘“‘con- 
ference” committee of the Senate and the House of Representatives 
stated that the import restricting authority should not be exercised 
with respect to types of cheeses which, because of the price at which 
they sell in the United States, are clearly not competitive with do- 
mestically produced cheeses. This statement appears tantamount to 
an open invitation to foreign producers to form a price cartel. 


IV. Outlets for American products and increasing the economic strength of the 
Sree world 


The results of the Smoot-Hawley Tariff Act of 1930, coinciding as 
they did with the effects of the world wide depression, are well known 
and need not be restated here. The Republican Party platform of 
1932 re-affirmed the Party’s belief in a protective and flexible tariff 
under which the President would increase or decrease duties in or- 
der to equalize domestic with foreign costs of production. Yet the 
Republican Party in that year disapproved of returning tariff mak- 
ing to politics and of destroying “‘progress made during ten years 
of effort to lift it out of logrolling methods’’. The Democratic Party 
program of 1932, condemning the Smoot-Hawley tariff, advocated 
on the one hand a “competitive tariff for revenue” but at the same 
time “reciprocal tariff agreements with other nations”. This pro- 
nouncement plus the Democratic victory in the 1932 elections paved 
the way for the 1934 amendments to the 1930 Tariff Act which are 
commonly known as the “Reciprocal Trade Agreements Act of 
1934”. That the Act was primarily intended to reopen foreign mar- 
kets for American products is demonstrated by the following open- 
ing phrases of the Act: 


‘*For the purpose of expanding foreign markets for the products of the Unit- 
ed States (as a means of assisting in the present emergency in restoring the 
American standard of living, in overcoming domestic unemployments and the 
present economic depression, in increasing the purchasing power of the Ameri- 
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can public, and in establishing and maintaining a better relationship among 

various branches of American agriculture, industry, mining, and commerce) 

by regulating the admission of foreign goods into the United States in accor- 
dance with the characteristics and needs of various branches of American pro- 
duction so that foreign markets will be made available to those branches of 

American production which require and are capable of developing such outlets 

by affording corresponding market opportunities for foreign products in the 

United States.” 

There then follows the authorization to the President to reduce 
or increase United States import duties by a maximum of fifty per- 
cent whenever he finds that existing duties of the United States or 
of a foreign country are unduly restricting United States foreign 
trade. The Act was extended in 1937, 1940 and 1943, each time 
without very much opposition. The expansion of “mutually bene- 
ficial trade’ was advanced in 1943 among the foremost reasons for 
extension. In 1943, the fact that the Reciprocal Trade Agreements 
program was considered a “tested and sound instrument of inter- 
national cooperation” became an additional reason for extension”. 

In the spring of 1945, just before the end of the war, the Reci- 
procal Trade Agreements Act was again before Congress. For the 
first time since 1934 the balance of payments situation of foreign 
countries became an added reason for the extension and strengthen- 
ing of the Trade Agreements Act. Assistant Secretary of State Wil- 
liam L.Clayton stated before the House Ways and Means Com- 
mittee: “‘After the war ... we shall be the greatest creditor nation ... 
No nation can sell abroad without buying abroad ... Many nations, 
surveying their postwar trade prospects anticipate serious deficits 
in their international balance of payments. Such deficits are reme- 
died either by increasing exports or reducing imports ... If we fail 
to take strong action to make possible a solution by expansion, we 
shall force them to choose a solution by contraction *3.”’ 

In 1948, when another extension was due, President Truman, in 
a message to Congress, called the Trade Agreements Program ‘“‘a 
sound method for achieving a more balanced relationship in the 
future within the broader framework of the expanding world trade 
so necessary to economic reconstruction”. Although both Houses of 
Congress had a Republican majority, the Act was extended (for one 

12. Report House Ways and Means Committee 1943. 

13. House Report No. 594, 79*» Congress, 15t session, pp. 19, 20. 
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year), followed by extensions in 1949 and in 1951. While in these 
last three extensions the debates in Congress were primarily con- 
cerned with possible injury to American interests, reports of or to 
the executive branch of the United States Government continued 
to press for the reduction of U.S. tariffs. In September 1949 the 
“international” argument against high tariffs was clearly expressed 
in a protocol following talks between the United States, the United 
Kingdom and Canada: 


*‘As to tariff rates, it was noted that high tariffs were clearly inconsistent 
with the position of creditor countries. There had already been significant and 
substantial reductions in U.S. tariffs during the last fifteen years. The policy 
of the United States Government was to seek further negotiation of trade agree- 
ments through which additional reductions might be made, within the frame- 
work of the Reciprocal Trade Agreements Act.” 


In October 1949 the report of an Economic Cooperation Ad- 
ministration—Commerce Department mission which had investi- 
gated possibilities of increasing Western Europe’s dollar earnings, 
greatly emphasized the fact that in spite of the lowering of many 
American import duties, many high and in some cases prohibitory 
tariff rates still existed. In November 1950, a report on foreign eco- 
nomic policies by Mr. Gordon Gray, made at the request of the Presi- 
dent, stressed the need to reduce import barriers “not only to aug- 
ment our already strained sources of supply but, by increasing the 
possibility of dollar earnings by Western European countries, to 
limit their requirements for economic assistance from the United 
States in support of their own enlarged military programs’’. 

In comments on and decisions relative to the application of the 
escape clause the executive branch of the United States Govern- 
ment has found ample opportunity to give its opinion on the inter- 
national aspects of United States commercial policy. 

When the escape clause of the 1951 Extension Act was used for 
the first time, the President stressed that its undue application could 
harm American exporters by encouraging other countries to take 
retaliatory measures and could impede American foreign policy ob- 
jectives by denying other friendly nations the opportunity of earning 
the dollars needed for their economic recovery and their military 
efforts in the defense of the free world. In his decisions on garlic and 
watches the President used the export-promotion and the strength- 
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ening-of-the-free-world arguments in specific cases. For garlic Italy 
is the principal interested foreign country and increasing the duty 
on garlic, coming on top of duty increases for fur felt hats and hat- 
ters’ fur, the import fee on almonds and the cheese restrictions under 
the Defense Production Act, would be an obstacle to Italy’s efforts 
to earn more dollars and therefore “a step harmful to our mutual 
security and costly in the end to the consumer and American tax- 
payer’. On watches the President notes that while U.S. imports 
from Switzerland in 1951 were $ 131 million, U.S. exports to Swit- 
zerland were in that year more than § 216 million and that there- 
fore if the United States would erect new barriers against the im- 
portation of Swiss watches, the United States would at the same 
time be erecting barriers against its own exports to one of the few 
markets that remain free of restrictions against dollar imports. 

In both the garlic and the watch decision the President empha- 
sized that the fundamental purpose of the Trade Agreements Act 
is the “promotion of foreign trade, not its contraction”’: 


*‘Under present world conditions, the limiting factor on the expansion of 
United States exports is a general lack of dollars in the hands of the people who 
are anxious to buy United States goods. Expansion of our imports is therefore 
an objective of high priority and the Trade Agreements Act is an important 
means to that end. In order to provide against unfair burdens on any particu- 
lar segment of the economy, provision has been made for safe-guarding do- 
mestic industry against serious injury as a result of trade-agreement conces- 
sions. However, the primary purpose of the program remains the expansion of 
foreign trade in the national interest.” 


V. Concluding remarks 


The present status of U.S. foreign trade policies can be considered 
a mixture of the three tendencies which we have summarized above: 
reciprocity, protection, international considerations. Each of these 
tendencies is basically in conflict with the other: 

(a) Complete reciprocity is difficult to maintain if it is true that 
it is desirable to expand U.S. imports more than U.S. exports. 

(b) Complete protection against injuries as a result of imports can- 
not be maintained lest imports are restricted to a limited sector con- 
sisting of the goods which the United States for natural reasons does 
not produce or which do not compete with U.S. products. The latter 
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condition will not be satisfied in the long run because numerous 
examples demonstrate that if a product is successfully imported its 
domestic production will unfailingly be started. 

(c) The limitation of imports in order to protect against injury 
even runs contrary to the policy of reciprocity, because it greatly 
limits the concessions to be given by the United States in exchange 
for the concessions given by its trade partners. 

(d) The limitation of imports for protectionist reasons obviously 
runs contrary to the policy of expanding U.S. exports and to the 
objective of strengthening the free world. This conflict received con- 
spicuous recognition in President Truman’s recent request to the 
Public Advisory Board for Mutual Security to undertake an investi- 
gation of the foreign trade policies of the United States. In his letter 
to the members of the Advisory Board the President notes that where 
on the one hand the U.S. is insisting that its friends must expand 
their own world trade in order to reduce their dependence on U.S. 
aid, on the other hand the U.S. is raising new barriers against im- 
ports. The President asks the Board to consider all aspects of U.S. 
foreign trade policy including the tariff policy with special reference 
to the expiration of the Reciprocal Trade Agreements Act in 1953 
and to examine what to do about the problems of domestic pro- 
ducers who may be injured by certain types of foreign commerce. 


The above analysis suggests the question: is there a way out of 
the conflicting tendencies which we have noted? One answer would 
be that the conflicts will resolve themselves and a harmonious and 
acceptable result ensue. Unfortunately, the deeprooted and long- 
established basis of the principles of protection and reciprocity makes 
such a course of events improbable. 

A distinction has to be made between the long-term and the short 
term answer to our question. 

In the long run a non-paradoxical import policy would require 
a broad revision of public sentiment towards imports, “‘public’’ com- 
prising all segments of economic life. Such a revision in public feel- 
ing cannot be expected overnight but will establish itself only after 
a lengthy, partly self-educational process of changed thinking on 
imports, in particular by those who “suffer” from imports. 

In the short term the United States will be faced with a number 
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of policy decisions, because the Reciprocal Trade Agreements Act 
expires in June 1953 and the Customs Simplification Bill will pre- 
sumably again be submitted to Congress in the coming session. Un- 
der the present Reciprocal Trade Agreements Act tariff reductions 
are limited to 50 % of the January 1, 1945 level. Under the Geneva, 
Annecy, Torquay and other postwar agreements most of the tariff 
reducing power has been exhausted. Yet many duties remain high. 
Therefore the 1953 extension of the Reciprocal Trade Agreements 
Act will have limited value unless Congress expands the tariff reduc- 
ing powers of the Administration (for instance by abolishing the 
50% limitation or by making January 1, 1953 the new base date 
for the tariff level from which reductions can be made). Enactment 
of the Customs Simplification Bill would not only do away with 
many presently very cumbersome procedures, but would also create 
a better “import climate” in the United States and give a psycho- 
logical “‘shot-in-the-arm” to those outside the United States who 
until now have avoided the American market for fear of complicated 
customs procedures. 

These short term decisions with which the United States Congress 
and Administration will be faced might make it necessary to devise 
measures which would try to achieve the objective of a United States 
level of high imports, low tariffs and absence of quantitative restric- 
tions by offering United States producers an alternative to the pro- 
tection which they have come to regard as natural. Such an alter- 
native might consist of direct assistance to “‘victims’’ of increased 
imports, whether caused by tariff reduction or otherwise. Direct as- 
sistance to victims of such imports could take various forms: out- 
right monetary indemnity, assistance to help employers and/or work- 
ers shift to other activities, or a combination of both. Assistance to 
shift to other activities might consist of vocational retraining of 
workers and special loans to employers. Assistance of the “shift’’- 
type might be more constructive than monetary indemnities alone. 
Such a program of assistance would clearly meet with many diffi- 
culties: administrative, economic, political and ethical". Yet if it 
were the only short-term method leading to higher U.S. imports, it 
might be worthwhile to have its practicability tested. 


14. Cf. CLarr Witcox, “Relief for Victims of Tariff Cuts”, American Economic 
Review, Vol. XL, Number 5, Part 1 (December 1950). 
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As to the outlook for the future it should be noted that many 
American business, farm and other organizations have come out in 
favor of more liberal United States import policies. The “trade, not 
aid’’-philosophy, now accepted in many American quarters, gives 
rise to moderate optimism as to the chance that protectionist tend- 
encies will no longer be a characteristic of a Republican Adminis- 
tration. 


Washington D.C. (U.S. A.) JoHAN KauFrMANN* 


SUMMARY 


Present day United States tariff policies are based on the following three concepts, 
two of which can be traced back to the nineteenth century: 

(a) reciprocity, resulting in the practice that concessions by the United States 
should be equivalent to those granted the United States by other countries; 

(b) protection for domestic industry and agriculture; 

(c) expansion of imports to provide outlets for American export products and 
to increase the strength of the free world. 

The practice of reciprocity has lately been criticized. The present position of the 
United States in world trade would seem to make unilateral tariff reductions 
justified. 

Protection reached its zenith in the Tariff Act of 1930. Under the Reciprocal 
Trade Agreements Act of 1934 many duty reductions were made, although the 
U.S. Government has repeatedly stressed that no American enterprises would be 
sacrificed for the sake of imports. Several procedures aim at protecting the Ameri- 
can producer, most conspicuously the so-called escape-clause procedure, under 
which duties previously decreased can be increased again if imports serioulsy in- 
jure a domestic industry. Only two out of twentytwo escape-clause investigations 
have thus far resulted in duty increases. In many cases the Tariff Commission (the 
agency making escape-clause investigations, the members of which are evenly 
divided between the Republican and the Democratic Party) found no need for a 
tariff increase. President Truman and his Government have taken a serious view 
on the application of the escape-clause. Out of four duty increases, thus far recom- 
mended by the Tariff Commission, the President rejected two. 

The Reciprocal Trade Agreements Act of 1934 was primarily designed to foster 
export outlets fer American products, as one of the means to combat the depres- 
sion. Since 1945 the United States Government has stressed the obligations of the 
United States resulting from its creditor position. Tariff reductions under the Trade 
Agreements Act have been justified as partial fulfilment of those obligations. 

The three basic concepts (reciprocity, protection, international considerations) 





* The author is attached to the Netherlands Embassy in Washington, D.C. His 
views are his personal ones. 
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tend to be in conflict with each other. The development of a harmonious U.S. 
foreign trade policy is—in view of the deeprooted character of protection in a na- 
tion which has never really known free trade—a long term matter. In the short 
term some form of special assistance to victims of excessive imports might be nec- 
essary to render the U.S. more “import-minded” and to make ‘‘trade, not aid”’ 
more than just a slogan. 


ZUSAMMENFASSUNG 


Die gegenwartige Zollpolitik der USA basiert auf drei Grundsatzen; zwei davon 
lassen sich bis ins 19. Jahrhundert zuriickverfolgen: 

a) Reziprozitat. Konzessionen, die von den USA gewahrt werden, sollten jenen 
gleichwertig sein, die den USA von andern Landern eingeraumt werden; 

b) Zollschutz fiir die inlandische Industrie und Landwirtschaft; 

c) Steigerung der Einfuhr, um den amerikanischen Produkten Absatzméglich- 
keiten zu verschaffen und die Position der freien Welt zu starken. 

An der Politik der Reziprozitat ist kiirzlich Kritik getibt worden. Die gegen- 
wartige Stellung der USA im Welthandel diirfte einseitige Zollreduktionen ge- 
rechtfertigt erscheinen lassen. 

Der Zollschutz erreichte seine héchste Stufe im «Tariff Act» von 1930. Unter 
dem «Reciprocal Trade Agreements Act of 1934» wurden zahlreiche Zollreduk- 
tionen vorgenommen, obgleich die USA-Regierung wiederholt betont hat, daB 
kein amerikanisches Unternehmen der Einfuhr geopfert werde. Es bestehen ver- 
schiedene Verfahren, um den amerikanischen Produzenten zu schiitzen. An er- 
ster Stelle steht dabei das sogenannte «escape-clause »-Verfahren, durch welches 
friiher herabgesetzte Zélle wieder erh6ht werden kénnen, falls ein inlandischer 
Industriezweig durch die Einfuhr ernsthaft geschadigt wird. Von 22 «escape- 
clause »-Untersuchungen haben bisher nur zwei zu ZollerhGhungen gefiihrt. In 
manchen Fallen erachtete es die « Tariff Commission» nicht als erforderlich, den 
Tarif zu erhéhen. (Die « Tariff Commission», der die Durchfiihrung der «escape- 
clause »-Untersuchungen obliegt, besteht zu gleichen Teilen aus Mitgliedern der 
Republikanischen und Demokratischen Partei.) Prasident Truman und seine Re- 
gierung waren sehr zuriickhaltend in der Anwendung der «escape-clause». Von 
den vier bisher von der «Tariff Commission» empfohlenen ZollerkGhungen 
lehnte der Prasident zwei ab. 

Der Hauptzweck des « Reciprocal Trade Agreements Act of 1934» war die An- 
regung des amerikanischen Exports, als Mittel zur Bekampfung der Depression. 
Seit 1945 hat die Regierung auf die Verpflichtungen hingewiesen, die den USA 
aus ihrer Glaubigerstellung erwachsen. ZollermaBigungen unter dem « Trade Agree- 
ments Act» wurden gerechtfertigt als teilweise Erfiillung dieser Verpflichtungen. 

Die drei Grundsatze (Reziprozitat, Zollschutz, internationale Aspekte) k6én- 
nen leicht miteinander in Konflikt geraten. Die Ausbildung einer harmonischen 
amerikanischen AuBenhandelspolitik ist — angesichts des tief eingewurzelten 
Schutzprinzips in einem Land, das den Freihandel eigentlich nie gekannt hat — 
eine langfristige Angelegenheit. Kurzfristig kénnten spezielle Hilfen zugunsten 
der Opfer iibermaBiger Importe nétig werden, damit die USA mehr «einfuhr- 
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geneigt» werden und «Handel, nicht Unterstiitzung» («trade, not aid») mehr 
ist als ein bloBer Slogan. 


RESUME 


Aujourd’hui, la politique douaniére des Etats-Unis est basée sur trois principes 
différents, dont deux remontent au dix-neuviéme siécle: 

a) La réciprocité, selon laquelle les concessions octroyées par les Etats-Unis 
doivent égaler celles qui leur sont accordées par les autres pays. 

b) La protection de l’agriculture et de l’industrie nationale. 

c) Le développement des importations afin de procurer des débouchés aux pro- 
duits d’exportation américains, et de renforcer la position du monde libre. 

Le principe de la réciprocité a récemment fait l’objet de critiques. La position 
actuelle des Etats-Unis dans le commerce mondiale semble justifier des réduc- 
tions de tarif unilatérales. 

La protection a atteint son point culminant dans le «Tariff Act» de 1930. Sous 
le régime du «Reciprocal Trade Agreements Act» de 1934 plusieurs taxes doua- 
niéres ont été réduites, bien que le gouvernement des Etats-Unis ait souligné 
plus d’une fois qu’aucune entreprise américaine ne serait sacrifiée au profit d’im- 
portations. I] y a plusieurs procédures qui visent a protéger le producteur améri- 
cain, et en particulier la procédure dite de la «clause échappatoire », selon laquelle 
les droits de douane antérieurement réduits peuvent étre derechef augmentés au 
cas ou les importations nuisent sérieusement a l’industrie nationale. Sur vingt- 
deux enquétes relatives a la clause échappatoire, les droits de douane n’ont jus- 
qu’a présent été augmentés que dans deux cas seulement. Dans de nombreux cas, 
la «Commission des Tarifs», chargée de faire les enquétes et formée de membres 
républicains et démocrates 4 nombre égal, n’a pas jugé nécessaire d’augmenter 
les droits de douane. En outre, le Président Truman et son gouvernement ont été 
trés réservés quant a l’application de cette «clause échappatoire». Sur quatre des 
augmentations douaniéres jusqu’ici recommandees par la «Commission des Ta- 
rifs», le Président en a rejeté deux. 

Le « Reciprocal Trade Agreements Act» de 1934 avait comme but principal de 
stimuler les exportations de produits américains comme I’un des moyens de com- 
battre la dépression économique. A partir de 1945, le gouvernement américain a 
souligné l’importance des responsabilités des Etats-Unis découlant de leur position 
créditrice. Les réductions de droits de douane accordées sous le « Trade Agreements 
Act» ont été justifiés en alléguant qu’elles servent a remplir partiellement ces obli- 
gations. 

Les trois principes (soit la réciprocité, la protection, et les considérations inter- 
nationales) ont tendance a étre incompatibles. Le développement d’une politique 
harmonieuse des Etats-Unis en matiére de commerce extérieur est une affaire de 
longue durée, vu le profond caractére protectionniste d’une nation qui n’a jamais 
vraiment connu le «libre échange». A bréve échéance cependant, une certaine 
forme d’aide spéciale aux victimes d’importations excessives pourrait étre néces- 
saire afin que l’Amérique devienne plus accueillante aux importations, et la for- 
mule «échanges commerciaux et non assistance» («trade, not aid») davantage 
qu’un simple slogan. 
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A NOTE ON THE THEORY OF INVESTMENT 
OF THE FIRM 















































Friedrich and Vera Lutz’s recent book on The Theory of Investment of the Firm' is an 
attempt, and within its self-imposed limits a highly successful attempt, to apply the 
marginal analysis—that is, the theory of profit maximization—to the problem of 
the time and capital dimensions of the behavior of the firm. It has long been re- 
garded as a weakness of the conventional marginal analysis that it neglects the 
capital and time structure of the firm, and bases its conclusions on the assumed 
maximization of a supposedly continuous flow of net revenue. Dr. and Mrs. Lutz 
have made a determined effort to overcome this defect, by applying the theory of 
maximization to the variables of the firm as they are spread out in time. There is 
nothing particularly new in this approach—it has been foreshadowed by Wick- 
sell, BOhm-Bawerk, and developed in modern economics by Hicks, Hart, and 
many others. In this book however it has been carried to a degree of completeness 
which leaves the impression that there is practically nowhere else to go on this 
particular road. As an exercise in the marginal analysis this work might properly 
claim to be exhaustive, and if the reader occasionally finds it exhausting, he can 
at least thank the authors for having pursued one road of inquiry practically to 
the end. 

After a brief glance at the nature of time relationships in a productive process 
the authors proceed to a very thorough discussion, in chapter II, of four possible 
criteria of profit maximization. It is a little astonishing that at this late date in the 
development of the theory of maximization it is not wholly clear exactly what is 
to be maximized. The four criteria discussed are (i) the present value of future net 
receipts, discounted at market rates of interest; (ii) the ratio of discounted receipts 
to discounted costs; (iii) the internal rate of return; (iv) the rate of return on the 
entrepreneur’s own capital. The second can be dismissed as having merely his- 
torical significance. The fourth is apparently regarded as the true criterion, with 
which the first almost always coincides. The third coincides with the others only 
in the highly special case of perfect capital markets and a no-rent enterprise where 
the internal rate of return and the market rate of interest are identical. The re- 
mainder of the work is largely an exercise in the development of the consequences 
of maximizing discounted net receipts in a great variety of circumstances, plus 
some tantalizingly brief comments or some broader themes, such as the accelera- 
tion principle (on which the analysis casts considerable doubt), the so-called ‘‘Ri- 
cardo effect” of a general rise in wages, the distinction between capital and in- 
come, and the theory of interest. 

It is impossible in a short Note even to outline the richness and complexity of 
the analysis. For those who are interested in the marginal analysis and in capital 
theory the book is required reading, and the more general economist will not find 
much in it to cause him to revise his previous views. In an attempt to assess the 
importance of the work in the development of economic thought it is almost more 


1. Friedrich and Vera Lutz, The Theory of Investment of the Firm. Princeton University Press, Princeton 
1951. X, 253 pages. 
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important to notice what is not in it than what is in it. This is true of all books like 
this, which represent the culmination of a very special line of thought. The better 
the book the more important it is to raise the awkward and disagreeable question 
of whether the line of thought itself is a valid and useful one. When any line of 
thought is pursued to the end the question must be raised as to whether the end is 
a dead end; are all the significant questions answered, and if not, where are the 
roads that lead beyond the blind alley? 

The very excellence and completeness of the work under review, therefore, 
makes the question all the more important as to the usefulness of the method em- 
ployed. Does this elaborate analysis of maximization through time actually teach 
us very much about the real behavior of firms, and does it even give us a standard 
by which that behavior may be judged? The theory of profit maximization has 
rarely claimed to be a description of what firms actually do, and the present au- 
thors make no such claim. There is indeed a social-psychological theory of the 
firm, as a special case of the theory of organization, which discusses decisions in 
terms of the information which the executive receives, the dynamic patterns ac- 
cording to which information received by the executive becomes information or 
order sent out by him, the learning process by which past experience modifies the 
behavior reactions, the crisis-adjustment or stimulus-response patterns, the “‘feed 
back” by which a comparison of intentions with the information about results 
modifies policy, and so on. Economics has made very little contribution to this 
theory, nevertheless it is of vital importance in assessing the significance of the 
marginal analysis. Any claim on the part of the marginal analysis to be ‘‘realistic”’ 
—that is, to be a model which is helpful in understanding actual human behav- 
ior—can be defended only on the ground that behavior which diverges from that 
prescribed by the marginal analysis will result in two things: one, information 
regarding this divergence, and the other, action to lessen the divergence. 

Unfortunately strong objections can be made to the marginal analysis on both 
these points. There is very little in the information system of a firm which informs 
the executive when he is not maximizing whatever he is supposed to be maxi- 
mizing. This means that the maximum profit position, even supposing that the 
executive wanted to maximize profits, cannot be regarded as an equilibrium posi- 
tion in the proper sense, because if the entrepreneur is not informed about depar- 
tures from the maximum there is obviously no force operating to bring him back 
to it if he diverges from it. It may properly be replied to this objection that gross 
departures from the maximum profit position do become obvious to the entre- 
preneur, and that hence there is at least a range of positions around the optimum 
which can be regarded as an equilibrium ‘‘range’’, in the sense that positions out- 
side this range will result in information which will move the firm within the 
range again. It can also be said that the more skilled the entrepreneur becomes, 
the narrower will this equilibrium range be, and the closer will his behavior ap- 
proximate to that required by the marginal analysis. These replies at least rescue 
the marginal analysis from those who would dispense with it altogether: it remains 
as an important limiting case of the more general theory of behavior. 

There is, however, an objection to the principle of profit maximization which is 
perhaps even more destructive than the attacks on its ‘‘realism’’, and which is of 
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particular importance in the applications of the maximization principle to the 
capital and time structure. This is the objection that even if the entrepreneur 
knew how to maximize profits there are many reasons why it would not be rational 
for him to do so. This argument, that is to say, denounces the principle of profit 
maximization as not merely unrealistic, but non-normative. There are two main 
reasons why a policy of profit maximization might not be ideal. The first is that it 
assumes that assets can be valued on a linear scale in terms of dollars, in the sense 
that a greater dollar value is always prefered to a smaller at the same time, and I 
suppose one should add, place. In fact however the structure and composition of 
assets may be highly significant in rational choice, and it may be impossible to 
range the possible clusters of assets on a simple linear scale. That is to say, there 
may be rational grounds for prefering one of two clusters of assets to another, even 
though the two have the same dollar value, because of some difference in compo- 
sition—in say, liquidity, or flexibility, or even aesthetic qualities. The items of a 
balance sheet, that is to say, have something of the qualities of a gestalt which can- 
not be reduced to a linear scale. Indeed, the only circumstances under which it 
might reasonably be assumed that the entrepreneur was indifferent to the form of 
his asset cluster is the situation in which all assets (positive and negative) can be 
exchanged for all other assets at constant rates of transformation—that is, in 
which there are perfect markets for all assets. The moment imperfect markets for 
any asset (or liability) are introduced we can no longer assume that the entre- 
preneur is indifferent to the form of his asset cluster, and hence the principle of 
profit maximization itself falls to the ground, as the entrepreneur might, for in- 
stance, prefer a cluster of smaller dollar value, but in which the items were less 
exposed to imperfection in markets, to a cluster of greater dollar value in which 
the items were so exposed. The principle of profit maximization was first devel- 
oped under the assumption of perfect markets, and it is still not generally realised 
how damaging to the principle itself is the extension of the marginal analysis to 
cover the case of the imperfect market. 

The second objection to the profit maximization principle is closely related to 
the first, and is that it cannot adequately take account of the phenomena of un- 
certainty. The usual method of dealing with uncertainty in the theory of profit 
maximization is to replace the uncertain future magnitudes of revenues, outlays, or 
capital values with certainty equivalents derived from the assumed probability of the 
future magnitudes, and from the evaluation of risk itself on the part of the entre- 
preneur. That is to say we ask the entrepreneur, in effect: you hope for a dollar 
next year, but you are not quite sure of getting it: would eighty cents that you 
were absolutely sure of getting seem just as good to you as the dollar you are not 
sure about? If he says ‘‘yes’’, we simply substitute the eighty cents which is the 
“certainty equivalent”’ for the uncertain dollar, and proceed with our analysis as 
if nothing had happened and uncertainty were eliminated. Unfortunately, as 
Albert Hart has pointed out, this procedure completely begs the question. The 
whole problem is the effect of uncertainty itself on the behavior of the entrepre- 
neur—what measures does he take to escape from it, to guard against it, and to 
protect himself from its consequences? It is no answer to this criticism, as Dr. and 
Mrs. Lutz seem to think (p. 183), to say that we can estimate the probabilities of 
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the probabilities and still come out with certainty equivalents, because the pres- 
ence of uncertainty modifies profoundly the form of the “rational” asset struc- 
ture, distorting it away from “‘lucrativity”’ towards liquidity and flexibility. Here 
the principle of the minimax developed in the theory of games (making the best 
of the worst!) seems to be more applicable than the principle of maximization. 

This basic defect in the principle of profit maximization itself seems to this 
writer to vitiate much of the most original part of the Lutz’s work, where they 
apply the profit maximization principle to such problems as the cash balance and 
the financial structure. In brief, the Lutz’s method is to identify (quite properly) 
the history of a firm with the history of its complete balance sheet, including cash 
balances, physical assets, debts and equities, and then to say that out of all pos- 
sible histories that one will be chosen for which the present value of the “‘true’’ net 
worth (discounted net receipts) is a maximum. This procedure however rules out 
what is in practice one of the most interesting aspects of the theory of investment 
in the firm, which is the circumstances under which lucrativity (or net worth) is 
sacrificed for other things (security, control, respectability, and so on). 

The defect of the method comes out especially clearly in the theory of the cash 
balance, and of liquid assets in general. We cannot explain as the Lutz’s seem to 
try to do, the holding of cash balances in terms of the transactions motive and the 
speculative motive alone, though it is certainly true, as they point out, that these 
two motives cannot readily be separated. The “precautionary motive’’—that is, 
the holding of assets in liquid form against unknown contingencies—is of great 
importance in explaining preferences for liquid assets, yet this cannot really be 
worked into any scheme of profit maximization except by the very unsatisfactory 
device of saying that long-run experience gives rise to certain rules of thumb 
which people believe are in the interests of long-run profit maximization. This 
device however merely obscures the real problem, which is that an increase in 
liquidity involves a sacrifice of expected profit in the interest of flexibility—flexibili- 
ty being the ability to cope with the unexpected! This principle is particularly clear 
in the case of the theory of a bank, where the profit maximization principle has 
never been applied, and where the theorist has always relied on asset preference 
functions or parameters such as the reserve ratio to explain the bank’s behavior. 

All this does not necessarily mean that the principle of maximization must be 
abandoned. Even if we have to abandon the assumption that the firm maximizes 
any “‘objective”’ measure of profit, it still makes some kind of sense to assume that 
the firm maximizes “‘utility”’—that is, that there is a preference function the topo- 
logy of which can be discussed and which determines (or perhaps it would be bet- 
ter to say describes) which, out of the range of possible choices, is the ‘‘best’’. The 
assumption of a preference function in fact effects a great simplification in the 
theory of the firm, for we can throw all the future into the preference function and 
regard the action of the firm as taking place wholly in the present. The firm can 
then be thought of as manipulating its asset structure, through exchange or pro- 
duction, up to the point at which further transformations are not thought ‘‘worth 
while” that is, the point at which all marginal rates of transformation are equal to 
marginal rates of indifferent substitution. We can then discuss the formation of 
the preference function in terms of the effects of past experiences, and so develop 
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a true dynamics of the firm which sidesteps the whole difficult matter of explicit 
formulation of expectations. 

I have been critical of the foundations on which the Lutz’s work has been rais- 
ed. My criticism of the foundations in no way implies criticism of the elegance and 
completeness of the structure. I do believe—to vary the metaphor—that the road 
which they have taken is in fact a blind alley. It is a great service to the profession 
however to explore even a blind alley to its fullest extent, for we can never be sure 
there is no way out of it until it has been fully explored. For this reason economists 
must be grateful to the Lutz’s for the careful and thorough way in which they have 
followed their task through. 


The University of Michigan KENNETH E. BouLDING 
Ann Arbor, Michigan (U.S. A.) 
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BESPRECHUNGEN - COMPTES RENDUS - REVIEWS 


Principles of Private and Public Planning. A Study in Economic Socio- 
logy. Von WILHELM KeiLuau. George Allen and Unwin Ltd., Lon- 
don 1951. 272 S. s.16/-. 


Drei Umstande verbiinden sich, um diesem Buch besonderes Gewicht zu ge- 
ben: sein Gegenstand, sein Autor und sein nationales Milieu. 

Was den Gegenstand betrifft, so handelt es sich um mehr als die banale Tatsache, 
daB, wenn der historische Moment der Wirtschaftswissenschaft ihre Aufgaben 
stellt, das Problem der Planwirtschaft heute einen ersten Platz auf der Dringlich- 
keitsliste der von der Theorie zu erhellenden Fragen beanspruchen mu. Der 
springende Punkt ist vielmehr, daB die Fiille der Literatur, die aus der Aktualitat 
des Problems der Planwirtschaft hervorgegangen ist, noch immer weit davon ent- 
fernt ist, die ganze Tiefe der Strukturwandlung zu erfassen, die eine den Preis- 
mechanismus aufhebende Wirtschaftspolitik — darauf wird schlieBlich jede befrie- 
digende Definition der Planwirtschaft hinauslaufen — im Wirtschaftssystem unse- 
rer Zeit hervorgerufen hat, und damit zugleich den Bruch zu tiberwinden, den 
eine solche Wirtschaftspolitik in einer Wissenschaft verursacht hat, deren theore- 
tisches Grundgeriist zum tiberwiegenden Teile die Wirksamkeit des Preissystems 
voraussetzt. Diese Aufgabe ist immer noch zu leisten, und das erste, was man dem 
Autor anrechnen muB, ist, daB er sich dieser Lage klar bewuBt ist und die ernste 
Absicht gehabt hat, sein Buch in den Dienst einer so umfassend definierten Auf- 
gabe zu stellen. In magnis rebus voluisse sat est. Um es deutlicher zu sagen: In 
den groBen Dingen der Wissenschaft ist es zum mindesten bereits ein beachtliches 
Verdienst, zunachst einmal das Problem richtig zu stellen. Dieses Verdienst aber 
wird man dem vorliegenden Buche unter allen Umstanden zuerkennen miissen. 

Was den Autor selber anlangt, so wird man nicht nur von seinem Rang als 
Theoretiker (dessen Buch « Die Wertungslehre » nicht in Vergessenheit geraten ist) 
groBe Erwartungen ableiten, sondern auch einen besonderen Reiz darin finden, 
daB er, der iberzeugte Liberale, mit Ragnar Frisch an der Universitat Oslo das 
Fach der Nationalékonomie vertritt und nun auch in diesem Buche die Klingen 
mit diesem Kollegen kreuzt, der mit der Unerbittlichkeit der héheren Mathe- 
matik fiir das Ideal der nationalen Planwirtschaft streitet. So glaubt man denn 
auch hinter der wissenschaftlichen Wohltemperiertheit des Buches mit seinen ab- 
gewogenen Definitionen und Konklusionen den Widerhall mancher Diskussionen 
zu vernehmen, als deren Schauplatz man sich das Professorenzimmer der Osloer 
Fakultat vorstellen darf. Vielleicht ist dies einer der Griinde, warum ich kein Ka- 
pitel mit solcher Anteilnahme gelesen habe wie dasjenige, das den Titel « National 
Capitalism » tragt. 

Mit diesem Kapitel hat es nun freilich eine besondere Bewandtnis. Denn unter 
«National Capitalism» versteht Keilhau nichts anderes als jenen Typus der na- 
tionalen, um «Zahlungsbilanz» und «Vollbeschaftigung» kreisenden Planwirt- 
schaft, den kein Land — und damit komme ich zum nationalen Milieu — mit solcher 
Hartnackigkeit entwickelt und allen Fehlschlagen so trotzend durchgefiihrt hat 











84 BESPRECHUNGEN —COMPTES RENDUS — REVIEWS 


wie Norwegen'. So ist es denn nicht iiberraschend, daB ein norwegischer National- 
6konom vom Range und vom liberalen Temperament des Verfassers nicht nur 
mit besonderer Scharfsichtigkeit die Natur des Problems erkennt, sondern auch 
dariiber besonders Belangreiches zu sagen weiB. Aber auch dariiber wird man 
sich nicht wundern, daB ein liberaler Nationalékonom in diesem extrem plan- 
wirtschaftlichen Milieu am wenigsten zu Kompromissen mit dem Sozialismus 
neigt. In der Tat glaubt er, daB der Liberalismus nunmehr nach seiner anti-mer- 
kantilistischen Phase und nach seiner das spatere 19. Jahrhundert beherrschenden 
anti-konservativen Phase in eine dritte Phase eingetreten sei, die er als die anti- 
sozialistische bezeichnet und mit dem Ende des Zweiten Weltkrieges beginnen 
14Bt. «Its philosophy is in formation, its main campaigns will be fought in years 
to come» (S.197). An dieser Haltung andert gewiB auch nichts die Hoflichkeit, 
die ihn etwa bestimmt, sein Urteil iiber den EinfluB Ragnar Frischs auf die nor- 
wegische Planwirtschaft in folgende Worte zu kleiden: « Thus the supreme plans 
will have to be worked out on the basis of constructed models containing a restrict- 
ed number of chosen factors. For Norway such ,decision models‘ have been con- 
structed during the year 1949 by Professor Frisch and his pupils. Their usefulness 
remains to be seen» (S.201). Man darf gewiB unterstellen, daB heute dem Ver- 
fasser die Bewahrungsprobe dieser « Kommandomodelle» fiir das Urteil ausrei- 
chend erscheint. 

Vielleicht ist hier auch die Erklarung fiir den etwas kuriosen Untertitel des Bu- 
ches zu suchen, das als eine «Study in Economic Sociology» bezeichnet wird, ob- 
wohl auf seinen Inhalt kaum eine der gelaufigeren Definitionen der Soziologie 
paBt. Was der Verfasser meint, driickt er deutlich genug im Vorwort aus, wo er 
sagt: « This sub-title has been chosen in order to stress that it does not deal with 
any ,model world‘, which can be described in the fine language of exquisite math- 
ematical symbols, but only with this changing, erratic world of erring human be- 
ings which every planner is bound to face.» On est toujours le sociologue de quel- 
qu’un, méchte man sagen, und vom Standpunkte einer Okonomie aus, wie sie 
Frisch vertritt, muB wohl alles, was auBerhalb der Gleichungen und mathemati- 
schen Modelle steht, sein Recht im Namen der «Soziologie» verteidigen. Aber 
vielleicht darf man in aller Bescheidenheit geltend machen, daB wir uns die 
Grenze zwischen Okonomie und Soziologie nicht durch die Frischs unserer Wis- 
senschaft aufzwingen lassen sollten. 

Unter den nicht zu leugnenden Schwachen des Buches hat der Verfasser eine 
nicht leicht zu nehmende bereits selber im Vorwort erwahnt. Es ist wahrend des 
letzten Krieges unter Umstanden entstanden, die ihm den Kontakt mit den gleich- 
laufenden wissenschaftlichen Bestrebungen anderer erschwert haben, und er hat 
darauf verzichtet, diese Liicke spaterhin auszufiillen. Man kann das Bedauern 
dariiber nicht unterdriicken, zumal im Hinblick auf das, was Eucken auf diesem 
selben Felde geleistet hat. Aber wenn wir es so hinnehmen, wie es ist, und uns sel- 
ber die Miihe nehmen, es in die groBe internationale Diskussion tiber das Thema 
einzuordnen, werden wir dem Verfasser unsere hohe Anerkennung und unseren 


1. Mit diesem interessanten Fall Norwegens habe ich mich in einem fiir norwegische Kreise verfaBten 
Gutachten beschaftigt, das unter dem Titel « Kommandowirtschaft in Paragraphen » in der Neuen Schweizer 
Rundschau, September 1952, veréffentlicht worden ist. 
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Dank fiir vieles Vortreffliche nicht versagen. Nicht selten gelingen ihm ausge- 
zeichnete Formulierungen, die allein schon die Lektiire des Buches lohnend ma- 
chen. So trifft er den Nagel auf den Kopf, wenn er iiber die Preissubventionen, 
die ein wesentlicher Bestandteil jener neo-sozialistischen Wirtschaftspolitik vom 
Typus der norwegischen sind, die Bemerkung macht, daB nunmehr der Preis, da 
er vom einzelnen zum Teil als Kaufer und zum anderen Teil als Steuerzahler be- 
zahlt wird, in zwei Teile gespalten wird, einen sichtbaren und einen unsichtbaren, 
so daB im Grunde das «nationale Preisniveau » héher ist als das bekanntgegebene 
« Kaufer-Preisniveau» (S.210). Und wie vieles ist nicht mit dem einen Satz ge- 
sagt, der sich auf die der Planwirtschaft wesentliche Willkir der Entscheidungen 
bezieht: «If the purpose be to predict one man’s decisions we have to base our- 
selves on Freud and Adler instead of Adam Smith and Ricardo» (S. 219)! 

Exkurs: An einer Stelle seines Buches (S. 184) erwahnt Keilhau die «classic des- 
cription of the part which freedom of purchase plays in a liberalistic society», die 
er dem Buche « Profits» (1925) von Foster und Catchings entnimmt. Er hebt dar- 
aus vor allem den bekannten Vergleich des Marktes mit dem Abstimmungsvor- 
gang der politischen Demokratie hervor. Nun ist es eine auBerordentlich interes- 
sante Sonderaufgabe der Dogmengeschichte, dem Ursprung und weiteren Schick- 
sal von bestimmten 6konomischen Metaphern nachzugehen, die beinahe ebenso 
zum bleibenden Bestande der Wissenschaft geworden sind wie die abstrakten 
Theorien, und es ware sehr zu wiinschen, daB sich ein Berufener dieser Miihe, 
eine Geschichte der ékonomischen Metaphorik zu schreiben, unterzichen wiirde. Was 
die hier erwahnte Metapher betrifft, so geht sie nach meiner Kenntnis auf Fetters 
«Principles of Economics» (3.Auflage, 1913) zuriick, aber es sollte mich nicht 
wundern, wenn sie noch Alter ware. 

Institut Universitaire de Hautes Etudes Internationales, WILHELM ROPKE 

Genf (Schweiz) 


Theorte der Vollbeschéftigung in der freien Marktwirtschaft. Von HANNs- 


Joacuim Rutstow. J.C.B. Mohr (Paul Siebeck), Tiibingen 1951. v 


und 329 Seiten. Brosch. DM 15.60, Lwd. DM 18.60. 

Das Buch von Riistow hat seit seinem Erscheinen eine erhebliche Anzahl von 
Besprechungen gefunden. AuBer einer positiven Anzeige von Répke sind alle be- 
achtlichen AuBerungen, die dem Rezensenten zu Gesicht oder zu Gehér kamen, 
negativ gewesen, und nach schlechtem wissenschaftlichen Brauch kénnte man 
also versucht sein, die Akten iiber das Buch und seinen Verfasser zu schlieBen. 
Hier sei die gegenteilige Auffassung vertreten und kurz begriindet. 

Die Ablehnung des Buches hat der Verfasser jedem Rezensenten leicht ge- 
macht. Schon die 4uBere Aufmachung, die Verwendung und gar die tberreich- 
liche Verwendung von Fettdruck fiir — dem Verfasser in seinem Zusammenhang 
wichtige — an sich oft belanglose Satze muB befremden und verargern; alle Ein- 
wande Goethes gegen den Unfug der Sperrungen gelten verstarkt gegen diesen 
fetten Druck, der nicht einmal fiir Examenskandidaten geeignete Lernstiicke her- 
aushebt. Aber das ist nur die AuBenseite, die immerhin einen RiickschluB auf die 
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Art der sachlichen Behandlung nahelegt. Tatsachlich ist es unvermeidlich, da8 
jeder Kenner der theoretischen Entwicklung und des heutigen Stands der Theo- 
rie auch sachlich nur allzuoft AnstoB nimmt. Gleich das erste Kapitel « Das 6ko- 
nomische System der Klassiker» ist derart einseitig prapariert, daB man meinen 
kénnte, die Klassik sei nie tiber J. B. Say hinausgelangt und Ricardo habe nie sein 
beriihmtes Kapitel «On machinery» geschrieben. In den spateren Kapiteln wird 
von der Wettbewerbsordnung mit solch dogmatischer Sicherheit gesprochen, als 
hatte noch niemand die sehr komplizierten Hypothesen aufgedeckt, welche die 
Voraussetzungen fiir ihr modellgerechtes Funktionieren darstellen (vgl. dariiber 
W.A. Jéhr). Und an den verschiedensten Stellen steigen Zweifel auf, ob der Ver- 
fasser die Werke von Chamberlin und Joan Robinson iiberhaupt kennt. Erst das 
SchluBkapitel zeigt, daB er sich mit Keynes auseinandergesetzt hat, und daB es 
hatte fruchtbar werden kénnen, wenn er das, was er Eigenes zu sagen hat, in fort- 
laufender Auseinandersetzung mit Keynes und den Keynesianern und also mit 
der allgemeinen Theorie des Westens entwickelt hatte. 

Und dennoch, scheint mir, ist eine einfache Ablehnung des Buches so unrichtig, 
wie wenn man die Befassung mit der Theorie von Keynes heute unterlassen wollte, 
weil sich gezeigt hat, daB seine allgemeine Theorie in Wirklichkeit die spezielle 
Theorie der speziellen Situation der dreiBiger Jahre ist. Durch diesen Vergleich 
soll gewiB nicht das Buch von Riistow auf eine Ebene mit dem gewaltigen und 
genialen Opus von Lord Keynes geriickt werden. Aber zeitgeschichtlich steht es 
an einem 4hnlichen Platz und kann daher nur von hier aus richtig verstanden 
werden. Auch wenn man die Ansicht von Riistow (S. 328 f. Anm.) nicht teilt, daB 
nicht ein Versagen der Politik, sondern eine Unzulanglichkeit der Theorie Brii- 
ning daran gehindert habe, die Arbeitslosigkeit in Deutschland zu beseitigen — 
jedenfalls ist evident, daB aus den deutschen Erfahrungen von 1931/1932 Riistow 
den Ansto8 zu seinen Untersuchungen erhielt und daB seine « Theorie der Voll- 
beschaftigung in der freien Marktwirtschaft» eben dieses Ziel hat: die theoreti- 
sche Unterlage zu erarbeiten, auf die gestiitzt eine «liberale» Wirtschaftspolitik 
einer Situation wie der der dreiBiger Jahre erfolgreich begegnen kénnte. Nur so 
ist es erklarlich, daB ein Buch des Jahres 1951 Zahlen des Jahres 1933 verwendet 
— nur so, daB die véllig andere Situation der Nachkriegswirtschaft theoretisch und 
praktisch auBer Betracht bleibt. 

Was vorliegt, ist also die verspatete Theorie eines scharfsinnigen, fast mono- 
manen Einzelgangers, der offenbar fast zwei Jahrzehnte seiner Denkarbeit auf 
ein echtes Problem verwandt und dabei nicht bemerkt hat, daB es in dieser Zeit 
nicht nur an Wichtigkeit verlor, sondern iiberdies durch wesentliche Beitrage an- 
derer Gelehrter auf andere Lésungsméglichkeiten hin durchforscht wurde. Also 
vergebliche Miihe? Mit nichten. Denn wie fast immer ein redliches Denken Er- 
gebnisse bringt, die unabhangig von ihrem zeitlichen Standort ihre Relevanz be- 
halten, so ist es auch hier. Nicht nur sind Fehler und Kurzschliisse der Keynesia- 
ner vermieden, sondern durch die klare Hervorhebung des privatkapitalistischen 
Sektors ist jeder, der sich mit einer «allgemeinen» Theorie befaBt, wieder einmal 
vor die Notwendigkeit gestellt, dem Dualismus des Wirtschaftssystems (Ritschl) 
besser Rechnung zu tragen, als es gemeinhin geschieht. So sollte man nicht den 
Stab iiber den Verfasser brechen, sondern im Gegenteil sich freuen, daB das Ge- 
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nus der etwas weltfremden, echten Gelehrten noch nicht ausgestorben ist, und 
ihm Gelegenheit geben, seine didaktischen Fahigkeiten zu erproben und seine 
«Wirtschaftspolitik der Vollbeschaftigung in der freien Marktwirtschaft» als Mo- 
dell oder Utopie von Morgen zu entwickeln. 


Universitat Basel (Schweiz) EpDGAR SALIN 


The Development of Economic Thought. Ed. by H.W.Sprecet. John 
Wiley & Sons, New York/Chapman & Hall, London, 1952. xm and 
811 pages. $ 6.50. 

This is a collection of essays on great or at least famous economists written by 
great or at least well-known economists. It is intended chiefly as a textbook, I sup- 
pose, for it contains highly accessible items (like Smith’s Bk. IV, Ch.g and Mar- 
shall’s Appendix I), translations of some essays into English, and an endeavour 
for comprehensiveness even when mediocre essays had to be included. Several fa- 
mous essays in the literature, such as Keynes on Jevons and Jevons on Cantillon, 
may attract economists to the volume, although some of the most illustrious essays, 
such as Keynes on Marshall and Hayek on Thornton, are omitted. The value of 
the reprints to economists is also reduced by the editor’s failure to indicate the 
portions of essays that are omitted. 

Three new essays were written for the volume. J. M. Clark writes a rather de- 
fensive estimate of his father’s work. Frisch’s interesting essay is on a man who may 
be called Ragnar Wicksell. Colin Clark’s essay on Pigou is an unhappy perform- 
ance. 

The volume raises an interesting question: are the outstanding economic theo- 
rists the best historians of economic thought? Professor Spiegel believes they are 
(p.ix). Undeniably they have an advantage which some historians of economics 
have sadly lacked, a command of economic analysis. But I am inclined to believe 
that as a class the best theorists are rather undistinguished historians of doctrine. 

Some theorists simply have no real curiosity as to the development of economic 
theory. Keynes, I shall be so bold as to say, was one of these. He was fascinated by 
economists as men, and wrote brilliantly about them, but when he came to their 
theories his lack of interest was remarkable. Walras was also in this group, and his 
essay on Gossen in this volume is primarily a vindification of his own priorities. 

More often, the leading economists are handicapped by a different trait. Their 
own fame rests on their discovery or sponsorship of particular theories and view- 
points, and it is both a cause and a consequence of their success that they attach 
particular importance to their own work. They are unable, therefore, to enter 
fully into the viewpoint of the man whose work they are examining or to appraise 
it by standards divorced from their own work. They treat a predecessor with un- 
comprehending antagonism if his ideas were radically different (as in List’s essay 
on J.B.Say) or heap undiscriminating praise upon him if his ideas were similar 
(as in McCulloch’s essay on Ricardo). 

In addition they seldom write on predecessors simply as a problem in historical 
interpretation. Usually they write obituaries (there are about ro in this book) or 
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participate in celebrations of anniversaries or write introductions to reprints of 
works (there are more than a dozen such essays in this book),—and these forums 
are hardly appropriate to dispassionate appraisals. 

One should not carry this argument too far; many competent and some out- 
standing analyses have come from leading economists. But they form an acciden- 
tal basis for compiling a history of economics, in the same sense that it would be 
accidental to compile essays by economists whose names began with M, S, and W. 
It is inefficient to place on contributors to a symposium any other condition than 
that they have done the best work. 


Columbia University, New York GEoRGE J.STIGLER 


Wages Policy under Full Employment. Hg. von Ratpu Turvey. Wil- 
liam Hodge, London 1952. 885. s. 6/-. 


Das Zentralproblem des kleinen, aber inhaltsschweren Buches, bildet die Lohn- 
politik in Zeiten der Vollbeschaftigung. Ausgehend von der Tatsache, daB die 
effektive Lohnentwicklung mit der tiblichen Norm, namlich der Produktivitats- 
gestaltung, nicht mehr iibereinstimmt und die Leichtigkeit der Lohniiberwalzung 
in der Hochkonjunktur die Gefahr der Inflation mit starkem Lohnausgleich zwi- 
schen den einzelnen Branchen mit sich bringt, wird von zwei schwedischen Ge- 
werkschaftsvertretern, Meidner und Rehn, sowie von Lundberg und Wickmann 
die Frage nach den angemessenen Normen und der zweckmaBigsten Konjunktur- 
politik diskutiert. 

Die Gewerkschaftsvertreter lehnen sowohl eine Anderung der gewerkschaft- 
lichen Politik wie eine staatliche Lohnfestsetzung ab und verlangen unter Bei- 
behaltung einer méglichst hohen Beschaftigung eine aktive Konjunkturpolitik, 
die auf eine Abschépfung der Nachfrageiiberschiisse gerichtet ist und praktisch 
eine deflationistische Fiskalpolitik sowie eine inflationistische Lohnpolitik in sich 
schlieBt, zum Teil erganzt durch direkte Kontrollen. 

Die iibrigen Beitrage zeigen, daB die vorgeschlagenen Mittel den gewiinschten 
Zweck nicht erreichen kénnten, weil die Prosperitat einzelner Branchen zu tber- 
héhten Léhnen fiihren kénnte, wahrend die fiskalische Abschépfung zu Preis- 
und Gewinnsteigerungen AnlaB geben kénnte und tberdies flexible Wechsel- 
kurse voraussetzt. Die Politik wiirde eine gewaltige Konzentration von Macht 
beim Staat ohne die erforderliche Anpassungsfahigkeit an die wechselnden Wirt- 
schaftsbedingungen bringen. Uberdies miiBte befiirchtet werden, daB die Lohn- 
politik die spatere Abschépfung diskontieren und da8 die private Investitions- 
tatigkeit gefahrdet wide. 

Die Diskussion zeigt in aller Deutlichkeit, wie gering vorlaufig unsere Kenntnis 
der wesentlichen Zusammenhiange auf diesem Gebiet ist und wie problematisch 
scheinbar einfache konjunkturpolitische Rezepte sind. 


Eidgendssische Technische Hochschule, Ziirich (Schweiz) EuGEN BOHLER 
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Wirtschaftliche Entwicklung und soztale Ordnung. Ed. by E. LAGLER and 
J. Messner. Verlag Herold, Wien 1952, 456 pages. s.Fr. 29.50. 


This volume has been compiled in honour of the 7oth anniversary of Professor 
Degenfeld-Schonburg. A Festschrift of this kind confronts the reviewer with a diffi- 
cult task—and this one is no exception. There are 33 contributions, and it is im- 
possible in the framework of a brief review to discuss or even mention all of them. 
The contributions also vary enormously in quality. Some of them are Gelegenheits- 
literatur of the flimsiest kind; some contributors have clearly used the occasion to 
get rid of that ‘‘odd” essay gathering dust in some drawer; other contributors 
have sat down and given a brief account of some particular problem on which 
they happened to be working at the time; others again have contributed or under- 
taken an original picce of research for the occasion. 

What is the unfortunate reviewer to do? The present reviewer decided to select 
four particular contributions that seemed to him of special interest for more de- 
tailed discussion. No doubt he will be criticized for idiosyncracy in selecting the 
four—he can only hope that some readers will agree with his selection. The other 
contributions can only be statistically summarized as parts of “‘a statistical popu- 
lation”’. 

The four contributions selected for notice include: Professor Répke on ‘‘Cen- 
tralization and Decentralization as Guiding Lines of Economic Policy’’; Professor 
Mayer on ‘‘Keynes’ ‘New Foundations’ of Economic Theory’’; Professor Haberler 
on ‘‘Currency Depreciation and the Terms of Trade’’; and Professor Dobrets- 
berger on ‘‘International Currency Policy as a Method of Economic Expansion’’. 

First then, the statistical summary: the work contains 33 contributions, 17 of 
them from scholars presently connected with Viennese University institutions; 
four of them teaching at other Austrian universities; seven from scholars at Ger- 
man universities; and five from elsewhere—although one or two of these represent 
distinguished ex-Austrians. All the articles except three are in German; two (by 
Professor Haberler and Professor Goetz Briefs) in English and one (by Professor 
Perroux) in French. The contributions are divided into seven dealing with ‘‘Eco- 
nomic Development and Economic Order”’; three dealing with legal matters; 
eight dealing with international economic problems; and 15 dealing with various 
matters relating to economic policy. It must be said, however, that this division 
at times is somewhat artificial and that several contributions might as well have 
been classed in different sections from the ones in which they appear. All the con- 
tributors are university professors; one of them is also the Foreign Minister of 
Austria and another one a rector of Vienna University. 

Professor Répke’s contribution is, as usual, brimming over with thought. He 
seems to throw out stimulating suggestions right and left (specially, if the pun be 
permitted, right). His thesis is that economic theory is at present deeply divided 
by political and ideological rifts, into a “‘right”? camp and a “‘left’” camp. Theory, 
itself so deeply divided by politics, cannot claim to provide guiding lines for eco- 
nomic policy. The dog of policy is wagging the tail of theory—perhaps this is as 
it should be, but it is not compatible with the claim of theory providing guidance 
for economic policy. The “‘right”’ school, in Répke’s mind, is identified with such 
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things as hard currencies, individualism, organic growth, automatic adjustments, 
long-run forces and decentralization; the ‘‘left’’ school with their opposites. R6pke 
then develops the thought that the last mentioned opposites (centralized-decen- 
tralized) provide a useful clue for the classification and discussion of economic 
policies. It must be stated, however, as this reviewer’s impression, that Professor 
Répke’s use of these two terms is hardly as non-emotional as Professor Répke 
wants it to be. Even a reader without the slightest knowledge of his previous work 
would have very little doubt which side he is on: Professor Répke’s essay is partic- 
ularly impressive in discussing the ‘Shuman bottleneck” in centralized systems— 
the stomach ulcer and heart attack as the ultimate refutation of a planned econ- 
omy! Throughout his essay, Professor Répke displays his dazzling erudition. 

Professor Mayer puts the “‘new”’ into quotation marks in the title of his essay on 
Keynes’ new economics, and this indicates his position. He seems to consider the 
Keynesian school as a hopeless perversion of economic thought, a deplorable di- 
version and a destructive curse. This is almost the most unqualified, and certainly 
the most ill-tempered, criticism of Keynes known to the reviewer. Acknowledge- 
ments of any contribution by Keynes are rare. Without in the least denying the 
validity—and certainly the arguability—of many of these criticisms (specially re- 
lating to Keynes’ preference for global concepts to the neglect of proportionali- 
ties), much of it is taken much too far. One remark in particular will be hotly 
resented by anyone who knew Keynes even to the alightest degree: I refer to Pro- 
fessor Mayer’s statement that Keynes’ interest was devoted to monetary phenom- 
ena to the exclusion of “‘real goods, efforts and needs of human beings”. This 
utterly fails to do justice to Keynes’ fundamental position that monetary prob- 
lems are not a “‘veil”, but affect ‘‘real’’ problems very deeply. One may also be 
assured that Keynes’ interest in the problem of unemployment would have struck 
the majority of his readers in 1936 as an exceedingly ‘‘human” preoccupation! 
Rather curiously, Professor Mayer reproaches Keynes with exactly the same atti- 
tude vis-a-vis Jean Baptiste Say which this reviewer feels Professor Mayer displays 
vis-a-vis Keynes: ‘‘an embittered attack ... the scheme was at the time entirely 
adequate to explain economic reality; that later theories tried to use the same 
scheme for the explanation of a different reality was their mistake and not Say’s 
mistake’’. Very true—but equally true of much of the criticism in this contribu- 
tion. 

Professor Haberler, once more, places economists in his debt by providing an 
original and important piece of research for this volume. He shows by means of 
simple diagrams that it must by no means be taken for granted that currency de- 
valuation will turn the terms of trade against the devaluing country. His obser- 
vation that the uncritical acceptance of the inevitability of worsening terms of 
trade is often due to an unconscious confusion with the sacrifice involved in recti- 
fying a balance of payments deficit. This sacrifice, however, will exist even if the 
terms of trade do not deteriorate. The one dictum in his contribution which this 
reviewer found difficult to accept is where Professor Haberler declares that “‘if no 
sector of society is willing to accept a reduction in its real expenditures, depre- 
ciation cannot bring about an improvement in the balance of payments”’. Does it 


not all depend on the method by which particular sectors of societies try to shift the 
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burden to other sectors? Surely there are deflationary as well as inflationary 
methods, such as pressing for higher taxation of other income groups, maintenance 
of real wages by cheapening of food, etc. 

Professor Dobretsberger’s article again should be viewed more critically, at least 
in its last part which deals with the Bretton Woods institutions where the facts 
quoted often seem inaccurate. To mention a few such points, it is hardly accurate 
that the U.S.A. has secured for itself ‘‘the directing post’ in the International 
Monetary Fund—this was held first by a Belgian and now by a Swede. It also is a 
curious statement that through the activities of the I.M.F. ‘‘the world has become 
a single dollar bloc’’. Surely the startling fact about the world today is the degree 
in which it is failing to become a single currency bloc, whether dollar, sterling or 
any other. The reviewer also fails to grasp the argument that the quotas for agri- 
cultural countries are insufficient because their exports are concentrated into a 
single season and that they thus “‘turn over their quota only once a year, while in- 
dustrial countries with the same quota can achieve six to ten times the import 
volume”’. This seems to be a confusion of thought. Moreover, to accuse ‘‘Anglo- 
Saxon present economics” of a belief that the disturbed monetary economy can be 
brought back to equilibrium by monetary measures alone seems to obscure the 
fact that Bretton Woods created not only the International Monetary Fund, but 
at the same time, the International Bank. The original U.S. proposals suggested 
quotas more in proportion to national income than in proportion to trade vol- 
ume, but certainly not in proportion to gold reserves which would obviously have 
defeated the very purposes for which the Fund was to be created. Professor Do- 
bretsberger seems on safer ground when dealing with earlier developments than 
with the more recent international monetary history. 


New York H. W. SINGER 
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